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ITEM 2 
Material Changes 

The material items within JPMFL’s Form ADV Part 2A (commonly referred to as the “Brochure”) that 
were revised since the last update of the Brochure dated March, 2015 are as follows: 
 

• The disclosure in Item 8 (“Methods of Analysis, Investment Strategies and Risk of Loss”) has 
been revised to describe in more detail the approach of the JPS Alternatives Group within 
JPMFL to credit opportunities and relative value, as well as the risks of Credit Hedge Funds. 

Clients may request a copy of the JPMFL’s current Brochure by contacting their client service 
representative or financial adviser. 
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ITEM 4 
Advisory Business 

A. UGeneral Description of Advisory Firm 

JPMorgan Funds Limited (“JPMFL” or the “Adviser”) is part of J.P. Morgan Asset Management 
(“JPMAM”), which is the marketing name for the asset management businesses of JPMorgan Chase 
& Co. (“JPMC”), a publicly traded company, and its affiliates worldwide. 

JPMFL is wholly-owned by JPMorgan Asset Management Holdings (UK) Limited, which is a 
subsidiary of JPMC.  JPMFL was incorporated on November 27, 1936 under the laws of 
Scotland.  JPMFL is registered with the SEC as an investment adviser pursuant to the Investment 
Advisers Act of 1940, as amended (the “Advisers Act”).  JPMFL is also authorized and regulated as a 
UCITS Manager and Alternative Investment Fund Manager (“AIFM”) with the Financial Conduct 
Authority of the United Kingdom. 

B. UDescription of Advisory Services 

JPMFL is a management company for mutual funds operating under the requirements of the 
European Directive for Undertakings for Collective Investment in Transferable Securities (“UCITS”) 
and for non-UCITS schemes under the Alternative Investment Fund Managers Directive (AIFMD”).  
While responsible for discretionary management of these funds, JPMFL delegates portfolio 
management to other entities within JPMAM except for the management of the Credit Hedge Fund.  
In performing investment advisory services for its fund clients, JPMFL and other SEC registered 
advisers within JPMAM act as fiduciaries.  Their fiduciary duties derive from Section 206 of the 
Advisers Act.  The fiduciary standards are established under the Advisers Act and state laws, where 
applicable, and include: 

• Obligations to disclose all material conflicts to clients; 

• Obligations to disclose if JPMFL or an affiliate of JPMFL, receives additional 
compensation from a client or a third-party as a result of JPMFL’s relationship with a 
client; 

• JPMFL or its affiliates may engage in transactions for the funds it manages where 
JPMFL, an affiliate or another client is a counterparty to the transaction.  Notice to fund 
investors is provided in the relevant Offering Documents; 

• JPMFL must treat all of its advisory clients fairly and equitably and cannot unfairly 
advantage one client to the disadvantage of another, over time; 

• The investment decisions or recommendations made by JPMFL must be suitable and 
appropriate for clients and consistent with client investment objectives, goals, and 
restrictions placed on JPMFL; and 

• JPMFL must act in what we reasonably believes to be each client’s best interests and in 
the event of a conflict of interest, must place each client’s interests before JPMFL’s (and 
its affiliates’) own interests. 
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JPMF and its asset management affiliates support multiple investment strategies in order to meet the 
diverse requirements of their clients' investment needs.  Below is a description of the investment 
strategies and solutions offered by JPMFL.  Major asset classes supported include: equity, fixed 
income, cash management, currency, asset allocation, and alternative asset classes such as real 
estate and infrastructure, and private equity. 

• UDomestic US EquityU strategies include core, growth, value, all cap, active extension, 
enhanced, long/short, quantitative, behavioral and alternative equity strategies. 

• UInternational/Global EquityU strategies include active extension, behavioral, core, 
enhanced, growth, value, and focused investment styles across multi-regional, global, 
regional and country specific sectors. 

• UEmerging Market EquityU strategies include core, discovery and focused strategies as well 
as regional and country-specific strategies. 

• UGlobal Fixed Income, Currency & CommoditiesU strategies include a full array of strategies 
along the risk and return continuum, including short duration, government, broad markets, 
sector specific, long duration, high yield (including distressed debt), and extended 
markets/alternatives.  Currency Management services include sophisticated passive 
management techniques, active management of both major and emerging market 
currencies, and currency as an alternative investment. 

• UGlobal LiquidityU strategies are short-term in nature, ranging from money market funds 
that seek to provide preservation of principal and liquidity to customized short-term fixed 
income strategies that seek to provide a high level of current income through low volatility 
of principal that typically have durations of one year or less. 

• UInvestment Management SolutionsU develops and manages multi-asset, multi-manager 
and/or multi-strategy portfolio solutions to a broad range of investment objectives for a 
diverse base of institutional and retail clients. The group’s investment capabilities 
encompass the complete spectrum from traditional to alternative asset classes globally.  
IMS typically manages (i) target date strategies, (ii) target risk strategies, (iii) 
thematic/flexible/total return/liability aware strategies, (iv) single asset strategies, (v) 
quantitative/alternative beta strategies, and (vi) passive and enhanced beta (Index) 
strategies. 

• UGlobal Real AssetsU offers products, services and opportunities across multiple 
geographies (U.S., Europe and Asia), markets (public and private) and asset and 
property types in the real estate, infrastructure and maritime and related asset sectors 
that that span the risk-reward continuum. 

• UPrivate EquityU manages assets in three distinct and comprehensive segments of the 
private equity opportunity set – venture capital, corporate finance and Asia private equity. 
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C. UAvailability of Customized Services for Individual Clients 

JPMFL provides fund management services for individual funds and manages the funds in 
accordance with the investment mandate and restrictions imposed by the funds.  Customized services 
are not available to investors in those funds except in the case of certain alternative funds where the 
investor may agree to certain terms in a side letter to the main subscription agreement. 

D. UWrap Fee Programs 

JPMFL does not act as an investment adviser to wrap fee programs. 

E. UAssets Under Management 

JPMFL delegates the portfolio management of almost all of its client funds to its JPMAM affiliate, 
JPMorgan Asset Management (UK) Limited (“JPMAM(UK)”), a SEC registered investment adviser. 
The exception is a Credit Hedge Fund.  Assets under management reported in JPMFL’s Form ADV 
include all assets for which it has discretionary responsibility, whether delegated or not, and are $ 
41,791 million. 

 
 

ITEM 5 
Fees and Compensation 

A. UAdvisory Fees and Compensation 

JPMFL’s annual fund management service fee generally is calculated as a percentage of the market 
value of the assets under management as calculated by JPMFL. 

JPMFL's fees for acting as investment adviser vary depending on the type of fund and the nature of 
the assets under management.  The level of fees may be subject to negotiation with the fund clients 
and will be disclosed in the fund prospectus or other offering documents. 

JPMFL and its affiliates may effect transactions on behalf of the client in units, shares or other 
securities of an in-house fund or of any life policy, company or trust or any other investment vehicle of 
which JPMFL or an affiliate may be the manager, issuer, operator, banker, adviser, transfer agent, 
depository, custodian or trustee, for which it will receive a fee. 

B. UPayment of Fees 

Fund clients generally instruct the custodian to deduct advisory fees directly from the fund client’s 
account.  JPMFL generally charges fees after services have been rendered, at the end of each 
calendar quarter, at one quarter of the applicable annual rate. 

C. UAdditional Fees and Expenses 

In addition to the advisory fees described above, clients may be subject to other fees and expenses in 
connection with JPMAM’s advisory services. 
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Transaction Charges 
Brokerage commissions, taxes, charges and other costs related to the purchase and sale of securities 
for a fund are charged to and paid by the fund.  Transaction charges related to derivative trading may 
be charged to and paid by the fund.  In certain instances, the fund may be reimbursed by JPMFL.  
See Item 12 for additional information regarding JPMAM’s brokerage practices. 

Custody and Other Fees 
In most cases funds or their depositaries establish a custody account under a separate agreement 
with a custodian bank, and the fund will incur a separate custody fee for the custodian’s services.  
The custodian may be an affiliate of JPMFL. If a fund’s account is invested in mutual funds or other 
pooled investment vehicle, the fund’s account will bear its pro rata share of the expenses of the fund. 

D. UPrepayment of Fees 

Not applicable – Advisory fees are charged in arrears and are not paid in advance.  

E. UAdditional Compensation and Conflicts of Interest 

If a fund is invested in other mutual funds or pooled investment funds, JPMAM generally does not 
receive asset-based sales charges or service fees from the sale of the fund.  In addition, where a fund 
is invested in a mutual fund or other pooled investment vehicle, JPMAM does not receive dual level 
advisory fees. Typically JPMAM does not charge an account level advisory fee for account assets 
invested in JPMorgan mutual funds, so that the client’s account only bears the fees and expenses of 
the mutual fund. In some cases JPMAM will charge the client’s account an advisory fee but will offset 
the fee by the amount of the advisory fees of the affiliated funds in which the account is invested or 
JPMAM will waive its advisory fee at the fund level. 

 
 

ITEM 6 
Performance-Based Fees and Side by Side Management 

In certain circumstances, JPMAM may receive a performance - based fee.  A portion of the 
performance fees may be used to compensate employees of JPMAM responsible for the 
management of those assets.  Any performance-based fee arrangements will be consistent with the 
requirements of applicable law, including Section 205(a) of the Investment Advisers Act of 1940 
(‘Advisers Act’), as amended, and Rule 505-3 there under and, if applicable, the Employee 
Retirement Income Security Act of 1974, as amended (‘ERISA’). 

Performance or incentive fees are detailed in the prospectus, subscription agreement or offering 
memorandum as applicable i.e. the basis of calculation and circumstances under which the 
performance fee will be payable.   

Clients of JPMAM can pay various types of fees for similar investment advisory and portfolio 
management services.  The management of portfolios that are charged different fees yet are 
managed by the same portfolio manager can create a conflict of interest.  For example, a portfolio 
manager may manage one portfolio that is charged a flat rate based on assets under management 
alongside another portfolio that is charged a fee based upon investment performance of the portfolio 
over a specified period.  This portfolio management relationship is often referred to as “side-by-side 
management”.  The potential incentive for a portfolio manager in this scenario would be to allocate 
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certain high performing investments to the portfolio that is charged a performance fee, often at the 
expense of the flat rate portfolio, so that over time the performance fee portfolio will outperform the flat 
rate portfolio.  By investing in the performance fee portfolio in this way the portfolio manager is 
rewarding himself by maximizing the fee received for managing the performance fee portfolio. 
Accounts that pay performance-based fees reward the adviser based on the performance in those 
accounts. Performance-based fee arrangements may provide a heightened incentive for portfolio 
managers to make investments that may present a greater potential for return but also a greater risk 
of loss and that may be more speculative than would exist if only asset-based fees were applied. The 
side-by-side management of accounts that pay performance-based fees and accounts that only pay a 
fixed-rate fee may create a conflict of interest as the portfolio manager may have an incentive to favor 
accounts with the potential to receive greater fees. For example, a portfolio manager may be faced 
with a conflict of interest when allocating scarce investment opportunities, given the possibility of 
greater fees from accounts that pay performance-based fees as opposed to accounts that do not pay 
performance-based fees. 

JPMFL is guided by fiduciary principles in the management of conflicts of interest.  Put simply, JPMFL 
is expected to always act in the best interests of its clients.  JPMFL‘s fiduciary obligation applies in 
every aspect of our dealings with clients, regardless of the account relationship, assets under 
management or fee structure.  JPMFL takes its fiduciary obligation very seriously.  To address these 
types of conflicts, JPMFL has adopted policies, procedures and controls pursuant to which allocation 
decisions may not be influenced by fee arrangements, and investment opportunities will be allocated 
in a manner that JPMFL believes is consistent with its obligations as an investment adviser.  

 
 

ITEM 7 
Type of Clients 

JPMFL is a fund management company.  Its UK authorization is restricted to managing UCITS and 
non-UCITS funds.  JPMFL manages UCITS funds; charity funds and Non-UCITS Retail Schemes, as 
well as closed end, publicly traded investment trust companies and a Cayman-based Credit Hedge 
Fund. 

 
 

ITEM 8 
Method of Analysis, Investment Strategies and Risk of Loss 

This section explains matters relating to the investment management processes of JPMAM which are 
used for the funds managed by JPMFL. 

A.  UMethod of Analysis and investment Strategies 

JPMAM’s approach to investment management is driven by three key principles: 

• Breadth and depth of choice - We offer expertise across most major financial asset classes – 
including equities, fixed income and cash, and also alternative asset classes like managed 
currency and hedge funds in order to offer investors a choice of products covering a broad 
risk/reward spectrum; 
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• Multiple investment processes - We do not believe there is one single way to deliver 
investment performance within equity markets. We therefore offer a range of distinct but 
complementary investment approaches across different markets; 

• Disciplined and team-based management - We have developed proven, transparent and 
disciplined investment processes to manage our investment funds, which rely strictly on team-
based research, stock picking, portfolio construction and risk management. While making full 
use of the individual strengths and insights of our investment professionals - and expecting 
full accountability from our named fund managers - we look to team-based management to 
ensure consistency of investment style at all times. 

We aim to offer expertise across the broadest range of mainstream and specialist asset classes.  

UApproach to Equities 

We maintain expertise across all core and emerging equity markets to provide clients with the widest 
possible range of investment opportunities.  

As far as possible, our equity teams are located close to their relevant market, supported by our 
investment hubs in London, New York, Tokyo and Hong Kong.  

This Item 8 includes a discussion of the primary risks associated with these investment strategies. 
However, it is not possible to identify all of the risks associated with investing and the particular risks 
applicable to a client account will depend on the nature of the account, its investment strategy or 
strategies and the types of securities held.  While the Adviser seeks to manage funds so that risks are 
appropriate to the strategy, it is often not possible or desirable to fully mitigate risks. Any investment 
includes the risk of loss and there can be no guarantee that a particular level of return will be 
achieved. Clients should understand that they could lose some or all of their investment and should 
be prepared to bear the risk of such potential losses. Clients should read carefully all applicable 
informational materials and offering/governing documents prior to investing in any JPMFL fund.  See 
Item 8.B for additional information regarding investment risks. 

UDisciplined Processes  

Our equity strategies are actively managed using disciplined and transparent processes. 

In order to exploit different market characteristics and anomalies, we maintain three key equity 
processes. These can be summarized as follows:  

• UBehavioral financeU process: A process based on systematic investment in stocks with 
specific investment style characteristics, which are associated with long term out 
performance and, we believe, are created by investor psychological biases.  

• UResearch drivenU process: An investment process which is based on bottom-up analysis 
of companies and their future earnings and cash flows by specialist sector analysts.  

• UManager drivenU process: A bottom up stock picking process based on fundamental 
analysis with a strong emphasis on company visits by fund managers.  

A summary of our equity approaches is given below.  
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UGlobal Fixed Income, Currency & Commodities 

We deliver two distinctive styles of investing to our clients with consistent, disciplined risk 
management and superior client focus. Our ‘Value-Driven’ style is a disciplined value-driven approach 
based on bottom-up fundamental analysis with a focus on longer term investing and individual 
security analysis. Our ‘Macro-Driven’ style draws upon the expertise of a globally integrated team of 
sector specialists and portfolio managers focused on a research-driven approach. 

• Value-Driven Investing 

All portfolios are managed on a team basis to incorporate a range of expertise and opinion into the 
investment process, which includes portfolio management, research, and risk management. 

The Value-Driven Investment team incorporates a bottom-up, value-oriented approach to investment 
management and central to this approach is: 

 Identifying securities that are priced inefficiently; 

 Making sector allocation decisions based on a broad sector outlook, utilizing expected 
return and valuation analysis; 

 Managing yield curve, with an emphasis on evaluating relative risk/reward relationships 
along the yield curve; and 

 Managing portfolio duration used primarily as a risk control measure. 

The investment process seeks to generate positive excess return through the selection of 
undervalued securities and spread sectors that offer incremental yield and total return in comparison 
to the index.  A variety of quantitative methodologies are used to assess security value including total 
return analysis, which is used to estimate the total return for a given security over a specified time 
horizon.  In this context, scenario analysis is conducted, which allows for analysis of each security 
based on different interest rate scenarios for reinvestment rates and hypothetical yields. 
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Although the fixed income investment process is driven largely by a bottom-up approach emphasizing 
security selection, close attention is paid to sector and sub-sector valuations and weightings.  Sectors 
are analyzed and their relative attractiveness is based on an assessment of economic and industry 
factors, as well as supply and demand conditions.  Historical spread analysis is conducted to help 
identify sectors that are over- or undervalued and to establish the risk/return tradeoff between 
sectors.  Sectors are emphasized when the dynamics are attractive and when undervalued securities 
within the sector can be readily identified. 

The Adviser will carefully manage duration to control interest rate risk in fixed income portfolios and 
use it sparingly as an active management tool.  Duration may be adjusted periodically, in small 
increments, seeking to enhance returns when the market is undervalued and to protect portfolio value 
when the market is overvalued.  The duration decision is based on the adviser’s interest rate 
forecasts, which incorporate many factors such as the outlook for inflation, the monetary aggregates, 
anticipated Federal Reserve policy and the overall economic environment. 

In conjunction with the economic analysis JPMAM performs with respect to duration decision, JPMAM 
identifies broad interest rate trends and supply and demand relationships that may influence the 
shape of the yield curve. As part of the investment process, JPMAM will evaluate the risk/reward 
posture of various maturities along the yield curve in an effort to identify undervalued portions of the 
yield curve. 

• Macro-Driven Investing 

Global debate forms the foundation of the Adviser’s investment process with investors across the firm 
contributing to their regular strategy-setting sessions.  Each quarter, the Investment Strategy Team 
(“IST”), chaired by the Global Chief Investment Officer, meets to discuss the key factors driving the 
fixed income markets.  At these sessions, approximately 20 of the lead portfolio managers and sector 
specialists provide valuable insight into their specific sectors, debate factors likely to influence the 
markets over the coming quarters, and establish themes that will guide the Adviser’s fixed income 
investment strategies. 

Once investment themes have been established, the Adviser’s sector specialists scan the market for 
investment opportunities.  Each team has developed a unique approach for analyzing their sector, 
utilizing a combination of fundamental, quantitative and technical inputs to identify buy and sell 
targets.  The Adviser’s portfolio managers are responsible for tailoring investment strategies to each 
client’s objectives and guidelines.  Portfolio managers determine sector allocations and select 
securities, identified by sector specialists, which are suitable for each portfolio.  Once constructed, 
portfolios are closely monitored by portfolio managers, sector specialists, quantitative analysts and 
risk managers to ensure they comply with guidelines and that portfolio risk is appropriately managed. 

 Quarterly Investment Theme Development 
During the quarterly IST meeting, the Adviser determines and documents a variety of macroeconomic 
scenarios and a set of investment themes to establish interest rate and sector portfolio expectations 
that will drive fixed income investments over the next quarter.  Each scenario is assigned a level of 
probability conveying the investment team’s confidence level.  These scenarios and the resulting 
portfolio allocations are monitored weekly at individual sector and multi-sector meetings.  The 
scenarios and investment themes do not establish portfolio positions, but serve as a framework for 
risk allocation, sector weightings and portfolio construction.   

These scenarios and investment themes form the basis for investment strategy across all Global 
Fixed Income, Currency & Commodities accounts.  Fluid intra-day dialogue between portfolio 
managers and sector specialists allows for adjustments to portfolios in response to market 
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changes.  Should major market events occur that are counter to the Adviser’s investment themes, the 
team will convene as needed to discuss current portfolio positioning and how to readjust portfolios, if 
necessary. 

• Currency Management 
The Currency Group specializes in customized solutions to the currency issues faced by clients, such 
as generating excess returns from the movements of exchange rates, or controlling the currency risk 
inherent in cross-border investments and liabilities.  These solutions can be accessed via a range of 
investment vehicles. 

The Adviser also offers a range of hedging solutions for managing currency risk using specialized 
portfolio management tools and technology to ensure risk management is exceptionally strong. 

The Adviser’s investment style for active management is multi-disciplined and diversified.  The 
Adviser seeks to capture the primary drivers of a broad range of global currencies as consistently as 
possible.  The approach is to build a portfolio of long/short currency positions based on their relative 
fundamentals, incorporating different timeframes, macro-themes and idiosyncratic views. The Adviser 
believes a combination of both quantitative and qualitative assessments is the best way to add value 
for our clients. 

JPMAM is one of the leading providers of currency management solutions to institutional and retail 
clients around the world.   Clients include governments, pension funds, individuals and fund providers. 

• Commodities 
The Adviser believes the combination of fundamental, quantitative and technical analysis can help 
avoid common problems in commodities investing and help capture excess returns versus the 
benchmark.  The Adviser individualizes the investment process for each commodity based on their 
unique characteristics: 

 Sector-specific analysts develop a fundamental view on each commodity  

 Quantitative tools help to identify the optimal investment opportunity on each commodity 
curve 

 Technical signals are used to guide implementation. 

UGlobal Liquidity 

The Adviser delivers two main strategies to our clients with consistent, disciplined risk management 
and superior client focus. The Liquidity Strategy focuses on principal preservation and liquidity, and is 
designed to protect client interests through a conservative investment philosophy and a strong focus 
on credit analysis.  The Managed Reserves Strategy, which is highly customizable to individual client 
risk tolerances and needs, seeks to outperform the returns of a money market fund while retaining 
focus on preservation of principal by carefully managing interest rate and credit risk. 

• Liquidity Strategy 

The Adviser has an integrated investment process, from strategic allocations to portfolio construction, 
which focuses on credit analysis.  A strong credit process is at the core of the Adviser’s philosophy 
and is a direct reflection of the conservative investment culture. 

A team of more than 20 credit research analysts support the Global Liquidity business. Each analyst 
follows an assigned list of industries or sectors, loosely based on the corporate component of the 
broad market indices. Analysts are responsible for all issuers in their sectors and across all maturities 
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and ratings categories to ensure the consistency of the analytical approach.  In doing their reviews, 
credit analysts rely on an in-depth analysis of company, industry, and competitor information.   

The Adviser does not solely rely on outside rating agencies to make its credit assessments. Analysts 
are responsible for independently evaluating the creditworthiness of existing holdings and potential 
new issues for all portfolios.  The Adviser supplements proprietary information with sell-side research 
and selected database services; however, this input is of secondary importance. In addition, the 
significant trading presence in the markets facilitates the gathering of market information by the in-
house trading desk. 

This is supplemented by meetings with company management. The output of the credit research is 
two-fold; first, a documented credit analysis of each company the Adviser follows with relative value 
opinions, and second, for short-term instruments, the maintenance of a proprietary approved-for-
purchase list. The approved-for-purchase list is an internal database accessible to portfolio managers, 
credit researchers and senior management. It includes a list of all counterparties with which the 
Adviser is comfortable adding exposure within the funds, a maximum tenor limit for those exposures, 
a concentration limit and a nominal dollar limit for the exposure to the counterparty across the Global 
Liquidity business in aggregate, and an internal credit rating. All of these distinct pieces of data are 
ways that the analyst can communicate their outlook for a particular issuer and their judgment of the 
associated risk. 

Portfolio managers pick investments solely from the approved-for-purchase list, which is incorporated 
into the risk and control systems to ensure continuous compliance with fund guidelines. The portfolio 
managers have no authority to buy issues that are not on the approved-for-purchase list. 

The investment process for the Liquidity Strategy involves four key stages: determining the 
macroeconomic outlook; assessing the credit quality of potential investments and identifying 
investment opportunities to construct portfolios in line with investment objectives; working closely with 
clients to ensure that the Adviser meets their cash flow requirements; and, finally, monitoring positions 
to manage risk and ensure compliance with investment guidelines.   

• Managed Reserves Strategy 

The Adviser employs a disciplined approach that is driven by fundamental research and focuses on 
duration, sector allocation and security selection decisions. Duration and yield curve exposure is 
managed based on the Adviser’s views on future interest rate levels, keeping in mind clients’ cash 
flow requirements. The Adviser targets diversified sources of portfolio returns using internally 
generated fundamental, quantitative and technical research. 

 Economic Outlook 

Each month, senior investment professionals from the Managed Reserves Investment Committee 
(“MRIC”) meet to discuss the fundamental outlook for the economy, focusing on factors such as GDP 
growth, unemployment and interest rates. Data from a range of internal and external economic 
sources are compiled and debated by the team, and a consensus view is established. This view is 
then translated into investment themes which guide portfolio decisions.  

 Scenario Analysis 

The portfolio management team utilizes scenario analysis tools to evaluate security and portfolio 
performance in different environments to help determine optimal portfolio positioning on the yield 
curve and across sectors.  

 Model Portfolio 
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Using the results of the scenario analysis, the portfolio management team develops a model portfolio 
for the Managed Reserves Strategy. This portfolio includes the optimal yield curve and sector 
positions identified during the scenario analysis, focusing in particular on those positions that 
performed well across all economic scenarios. The model portfolio guides portfolio construction and is 
updated bi-monthly. While this process determines broad sector allocation, it is then up to the credit 
analysts to perform bottom-up security selection within their sectors.  

 Portfolio Construction 

Using the model portfolio as a base, all portfolios are constructed in line with client guidelines. 
Individual securities are selected based on their relative value and ability to achieve client investment 
objectives. Rigorous credit analysis forms the foundation for security selection. Only those securities 
included on the approved-for-purchase list, developed by the Adviser’s in-house credit research team, 
can be incorporated into Managed Reserves portfolios. Portfolio positions are monitored daily by the 
portfolio management team and reviewed monthly by the Managed Reserves Investment Policy 
Committee (“MRIPC”). Please note that each portfolio is highly customizable to each client’s 
guidelines. Permissible security types, as well as maximum maturity, minimum credit quality, 
maximum allocation by sector, maximum duration, minimum average overall credit quality, as well as 
many other criteria are customized to each individual client’s requirements, and can be updated as 
market conditions/business cycles change.  

UApproach to Real Assets 

J.P. Morgan’s Global Real Assets group has been established to provide investors with exposure to 
Global Real Estate investment markets through commingled funds and separate accounts.  

We employ a disciplined investment management process that encourages professionals to 
proactively seek value enhancement opportunities in their portfolios. The caliber of our investment 
professionals, the quality of our relationships, and the discipline of our investment process provide for 
superior execution in the markets in which we operate. 

Our business has shown strong growth in terms of asset and investor base and transacted on over 
$10bn of deals in Europe over the past 10 years.  We have further strengthened our franchise by 
investing in the business through the addition of new resources and talent.  

J.P. Morgan is one of the leading specialist teams in the REIT sector, with investment analysis 
expertise stretching back to 1990.  

While nimble in the markets, we are also methodical in our approach to executing transactions. Our 
procedures are well established and designed to ensure rigorous due diligence of each investment. 
We are committed to identifying transactions where we believe that we can deliver performance that 
meets or exceeds our client's expectations. We actively manage assets to create value while 
protecting against downside risk and carefully manage disposals to maximize sale proceeds and 
minimize seller liability. 

J.P. Morgan Asset Management’s Global Real Assets group established a Global Maritime 
Investment business in 2010, head-quartered in London.  This asset class offers clients an alternative 
investment, to complement its existing investment management capabilities in Private Equity, Hedge 
Funds, Real Estate & Infrastructure. The GRA Global Maritime Investment business benefits from 
JPMAM’s strong, established platform, granting access to JPMAM-GRA systems, resources, and 
network.  

14 



JPMorgan Funds Limited
 September 9, 2015 

UApproach to Private Equity 

The Private Equity Group offers clients access to two distinct stages of investment - Venture Capital 
and Corporate Finance – through investment programs that may be segmented by geography – Asia, 
Europe, U.S. and global – as well as by investment types – partnerships, secondaries and directs.  

Our Venture Capital program has an early stage investment strategy emphasizing companies at their 
seed or start-up phase. 

The strategy for our Corporate Finance program emphasizes high growth-oriented investments in the 
small to mid-market, typically generated through acquisition, fundamental business change, or top line 
growth. The underlying portfolio company investments may encompass equity capital for acquisition 
transactions and management buy-outs or buy-ins; industry consolidations and build-ups; re-financing 
and recapitalizations; and growth investments in venture-backed companies.  

UApproach to Credit Opportunities and Relative Value 

The JPS Alternatives Group is a hedge fund group within JPMFL that offers suitable clients a credit 
investment program through collective investment vehicles.  Full details, including important risk 
factors, are available upon request and are included within the relevant offering documents. 

The investment program seeks to achieve attractive risk-adjusted returns for investors through both 
capital appreciation and current income by taking positions in publicly traded and privately held 
securities, derivatives and other instruments, primarily in the credit and credit-related markets.   

Investment Approach 

The JPS Alternatives Group believes that there are often inefficiencies in the credit markets that 
cause dislocations in the pricing of related credit instruments and give rise to attractive relative value 
opportunities.  JPMFL seeks to exploit these opportunities on behalf of the investors.  JPMFL utilizes 
a quantitative approach, coupled with fundamental analysis, to seek to identify such inefficiencies and 
provide investment opportunities for the Master Fund.  The investment portfolio seeks to optimize 
outcomes across potential market scenarios in order to generate attractive risk reward payoffs.  The 
portfolio is generally expected to be broadly diversified, with long and short risk positions typically 
spread across investment grade, high yield and sovereign credits, and across regions and industry 
sectors.  

Investment Strategies 

The JPS Alternatives Group employs a variety of strategies to seek to achieve the fund’s investment 
objective.  JPMFL will determine which strategies will be used at any one time as well as the portion 
of the portfolio’s risk budget allocated among the strategies in use at any given time.  These decisions 
will be made by one or more senior members of JPMFL’s credit team (the “Credit Team”), and will 
change from time to time based upon various factors, including the expected future performance of 
the strategies and the development and maintenance of a diversified portfolio, as determined by 
JPMFL.  The strategies JPMFL currently employs can generally be grouped into the following 
categories:     
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Single Name Relative Value: Focus on company and security analysis to seek to identify attractive 
long and short risk positions.  Strategies in this category include relative value positioning between 
different entities and positioning within the capital structure of a given entity and across different 
maturities.  

Structured Credit and Volatility Trading: Strategies in this category seek to identify attractive risk 
reward opportunities in the credit volatility and credit correlation markets through the active trading of 
credit index options and credit index tranches. 

Basis Trading: Strategies in this category focus on trading the “basis” between instruments that have 
similar risk profiles. Examples include the basis between bonds and credit default swaps on the same 
entity, the basis between a credit index and its underlying credit default swap constituents and the 
basis between a credit index and index tranches referencing such index. 

Certain strategies will span across a number of the above categories and Credit Team members will 
contribute across strategies, subject to certain specializations. 

Notwithstanding the foregoing, the Master Fund may employ additional strategies not described 
above so long as such strategies are consistent with or supplemental to the investment objective and 
investment approach of the Master Fund as described above, as reasonably determined by JPMFL. 

B. UMaterial, Significant, or Unusual Risks Relating to Investment Strategies  

Clients should understand that investments in securities (both income securities as well as equity 
securities) and other assets involve a risk of loss.  Past performance of any investment strategy is not 
a guarantee of future results.  Clients should be prepared to bear the risk of investment losses.  Some 
investments may only be suitable for experienced investors.  See below for more information 
regarding investment risks. 

JPMAM uses a variety of investment strategies depending on the requirements of the client and the 
investment guidelines associated with the client’s account.  All strategies are subject to management 
risk and an account or fund may not achieve its objective if JPMAM’s expectations regarding 
particular securities or markets are not met.  Risks for a particular strategy will be disclosed by 
JPMAM to the client and in the case of pooled investment funds, the risks associated with the fund’s 
investment strategy are described in the prospectus, offering memorandum or other materials of the 
fund.  

Listed below are principal risk factors that are often associated with certain investment strategies and 
types of investments.  The information included in this Brochure does not include every potential risk 
associated with each investment strategy or applicable to a particular fund.  Investors are urged to 
ask questions regarding risk factors applicable to a particular strategy or investment product, read all 
product-specific risk disclosures and determine whether a particular investment strategy or type of 
security is suitable for them in light of their specific circumstances, investment objectives and financial 
situation. 

General Market Risk.  Economies and financial markets throughout the world are becoming 
increasingly interconnected, which increases the likelihood that events or conditions in one country or 
region will adversely impact markets or issuers in other countries or regions. 

16 



JPMorgan Funds Limited
 September 9, 2015 

Shares and Other Types of Equity Securities Risk.  A risk with an equity investment is that the 
company must both grow in value and, if it elects to pay dividends to its shareholders, make adequate 
dividend payments, or the share price may fall. If the share price falls, the company, if listed or traded 
on-exchange, may then find it difficult to raise further capital to finance the business, and the 
company’s performance may deteriorate vis à vis its competitors, leading to further reductions in the 
share price. Ultimately the company may become vulnerable to a takeover or may fail. 

Shares have exposure to all the major risk types referred to below. In addition, there is a risk that 
there could be volatility or problems in the sector that the company is in. If the Company is private, i.e. 
not listed or traded on an exchange, or is listed but only traded infrequently, there may also be 
liquidity risk, whereby shares could become very difficult to dispose of. 

Ordinary shares are issued by limited liability companies as the primary means of raising risk capital. 
The issuer has no obligation to repay the original cost of the share, or the capital, to the shareholder 
until the issuer is wound up (in other words, the issuer company ceases to exist). In return for the 
capital investment in the share, the issuer may make discretionary dividend payments to shareholders 
which could take the form of cash or additional shares. 

Ordinary shares usually carry a right to vote at general meetings of the issuer. 

There is no guaranteed return on an investment in ordinary shares and in a liquidation of the issuer, 
ordinary shareholders are amongst the last with a right to repayment of capital and any surplus funds 
of the issuer, which could lead to a loss of a substantial proportion, or all, of the original investment. 

Unlike ordinary shares, preference shares give shareholders the right to a fixed dividend the 
calculation of which is not based on the success of the issuer company. They therefore tend to be a 
less risky form of investment than ordinary shares. 

Preference shares do not usually give shareholders the right to vote at general meetings of the issuer, 
but shareholders will have a greater preference to any surplus funds of the issuer than ordinary 
shareholders, should the issuer go into liquidation. 

Depositary Receipts (ADRs, GDRs, etc.) are negotiable certificates, typically issued by a bank, which 
represent a specific number of shares in a company, traded on a stock exchange which is local or 
overseas to the issuer of the receipt. They may facilitate investment in the companies due to the 
widespread availability of price information, lower transaction costs and timely dividend distributions. 
The risks involved relate both to the underlying share and to the bank issuing the receipt. In addition, 
there are important differences between the rights of holders of ADRs and GDRs, (together, 
"Depositary Receipts") and the rights of holders of the shares of the underlying share issuer 
represented by such Depositary Receipts. The relevant deposit agreement for the Depositary Receipt 
sets out the rights and responsibilities of the depositary (being the issuer of the Depositary Receipt), 
the underlying share issuer and holders of the Depositary Receipt which may be different from the 
rights of holders of the underlying shares. For example, the underlying share issuer may make 
distributions in respect of its underlying shares that are not passed on to the holders of its Depositary 
Receipts. Any such differences between the rights of holders of the Depositary Receipts and holders 
of the underlying shares of the underlying share issuer may be significant and may materially and 
adversely affect the value of the relevant instruments. Depositary Receipts representing underlying 
shares in a foreign jurisdiction (in particular an emerging market jurisdiction) also involve risks 
associated with the securities markets in such jurisdictions. 

There is an extra risk of losing money when shares are bought in some smaller companies, including 
penny shares. There is a big difference between the buying price and the selling price of these 

17 



JPMorgan Funds Limited
 September 9, 2015 

shares. If they have to be sold immediately, you may get back much less than you paid for them. The 
price may change quickly and it may go down as well as up. 

Growth Investing Risk.  Growth investing attempts to identify companies that the Adviser believes 
will experience rapid earnings growth relative to value or other types of stocks, Growth stocks may 
trade at higher multiples of current earnings compared to value or other stocks, leading to inflated 
prices and thus potentially greater declines in value. The performance of growth strategies may be 
better or worse than the performance of equity strategies that focus on value stocks or that have a 
broader investment style. 

Value Investing Risk.  Value investing attempts to identify companies that are undervalued 
according to the Adviser’s estimate of their true worth. A value stock may decrease in price or may not 
increase in price as anticipated by the Adviser if other investors fail to recognize the company’s value 
or the factors that the Adviser believes will cause the stock price to increase do not occur.  The 
performance of value investing strategies may be better or worse than the performance of equity 
funds that focus on growth stocks or that have a broader investment style. 

Suspensions of Trading and Grey Market Investments.  Under certain trading conditions it may be 
difficult or impossible to liquidate a position. This may occur, for example, at times of rapid price 
movement if the price rises or falls in one trading session to such an extent that under the rules of the 
relevant exchange trading is suspended or restricted. Placing a stop-loss order will not necessarily 
limit your losses to the intended amounts, because market conditions may make it impossible to 
execute such an order at the stipulated price. 

Transactions may be entered into in: 

(a) a security whose listing on an exchange is suspended, or the listing of or dealings in 
which have been discontinued, or which is subject to an exchange announcement suspending 
or prohibiting dealings; or 

(b) a grey market security, which is a security for which application has been made for 
listing or admission to dealings on an exchange where the security’s listing or admission has 
not yet taken place (otherwise than because the application has been rejected) and the 
security is not already listed or admitted to dealings on another exchange. 

There may be insufficient published information on which to base a decision to buy or sell such 
securities. 

Interest Rate Risk. Interest rates can rise as well as fall. A risk with interest rates is that the relative 
value of a security, especially a bond, will worsen due to an interest rate increase. This could impact 
negatively on other products. There are additional interest rate related risks in relation to floating rate 
instruments and fixed rate instruments; interest income on floating rate instruments cannot be 
anticipated. Due to varying interest income, investors are not able to determine a definite yield of 
floating rate instruments at the time they purchase them, so that their return on investment cannot be 
compared with that of investments having longer fixed interest periods. If the terms and conditions of 
the relevant instruments provide for frequent interest payment dates, investors are exposed to the 
reinvestment risk if market interest rates decline. That is, investors may reinvest the interest income 
paid to them only at the relevant lower interest rates then prevailing.  

Changes in market interest rates have a substantially stronger impact on the prices of zero coupon 
bonds than on the prices of ordinary bonds because the discounted issue prices are substantially 
below par. If market interest rates increase, zero coupon bonds can suffer higher price losses than 
other bonds having the same maturity and credit rating. 
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Income Securities Risk. Certain strategies invest in mortgage-related and asset-backed securities 
that are subject to certain other risks including prepayment and call risks. When mortgages and other 
obligations are prepaid and when securities are called, a client’s portfolio or a fund in which the 
client’s account is invested may have to reinvest in securities with a lower yield or fail to recover 
additional amounts (i.e., premiums) paid for securities with higher interest rates, resulting in an 
unexpected capital loss and/or a decrease in the amount of dividends and yield. Mortgage-related and 
asset-backed securities may decline in value, face valuation difficulties, be more volatile and/or be 
illiquid. 

Asset-Backed, Mortgage-Related and Mortgage-Backed Securities Risk.  Certain strategies 
invest in mortgage-related and asset-backed securities including so-called “sub-prime mortgages” that 
are subject to certain other risks including prepayment extension and call risks.  Since mortgage 
borrowers have the right to prepay principal in excess of scheduled payments, there is a risk that 
borrowers will exercise this option when interest rates are low to take advantage of lower refinancing 
rates.  When that happens, the mortgage holder will need to reinvest the returned capital at the lower 
prevailing yields.  This prepayment risk, as well as the risk of a bond being called, can cause capital 
losses.  Conversely, when rates rise significantly, there is a risk that prepayments will slow to levels 
much lower than anticipated when the mortgage was originally purchased.  In this instance, the risk 
that the life of the mortgage security is extended can also cause capital losses, as the mortgage 
holder needs to wait longer for capital to be returned and reinvested at higher prevailing yields.  
Mortgage-related and asset-backed securities may decline in value, face valuation difficulties, be 
more volatile and/or be illiquid. 

Currency Risk. In respect of any foreign exchange transactions and transactions in derivatives and 
securities that are denominated in a currency other than that in which your account is denominated, a 
movement in exchange rates may have a favorable or an unfavorable effect on the gain or loss 
achieved on such transactions. 

The weakening of a country’s currency relative to a benchmark currency or the currency of your 
portfolio will negatively affect the value of an investment denominated in that currency.  Currency 
valuations are linked to a host of economic, social and political factors and can fluctuate greatly, even 
during intra-day trading. Some countries have foreign exchange controls which may include the 
suspension of the ability to exchange or transfer currency, or the devaluation of the currency. Hedging 
can increase or decrease the exposure to any one currency, but may not eliminate completely 
exposure to changing currency values.  Currency markets generally are not as regulated as securities 
markets. 

Credit Risk. Credit risk is the risk of loss caused by borrowers, bond obligors, guarantors, or 
counterparties failing to fulfill their obligations or the risk of such parties’ credit quality deteriorating. 
Exposure to the credit risk of one or more reference entities is particularly relevant to any credit linked 
product such as credit linked notes, and the potential losses which may be sustained, and the 
frequency and likelihood of such losses occurring, when investing in credit links products may be 
substantially greater than when investing in an obligation of the reference entity itself.  

Money Market Risk.  A money-market instrument is a borrowing of cash for a period, generally no 
longer than six months, but occasionally up to one year, in which the lender takes a deposit from the 
money markets in order to lend (or advance) it to the borrower. Unlike in an overdraft, the borrower 
must specify the exact amount and the period for which he wishes to borrow. Like other debt 
instruments, money-market instruments may be exposed to the major risk types, in particular credit 
and interest rate risk. 

High Yield Securities Risk. Certain strategies invest in securities and instruments that are issued by 
companies that are highly leveraged, less creditworthy or financially distressed. These investments 
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(known as junk bonds) are considered to be speculative and are subject to greater risk of loss, greater 
sensitivity to interest rate and economic changes, valuation difficulties, and potential 
illiquidity.Liquidity Risk. Investments in privately placed securities, structured notes, or other 
instruments may be difficult to purchase or sell, possibly preventing the sale of these illiquid securities 
at an advantageous price or at the time desired.  A lack of liquidity may also cause the value of 
investments to decline and the illiquid investments may also be difficult to value. 

Geographic Focus Risk.  Certain strategies and funds concentrate their investments in a region or 
small group of countries and as a result the value of the portfolio may be subject to greater volatility 
than a more geographically diversified portfolio. 

Exchange Traded Fund Risk.  Certain strategies and funds make use of ETFs.  ETFs use an 
indexing approach and may be affected by a general decline in market segments or asset classes 
relating to its underlying index. Each ETF invests in securities and instruments included in, or 
representative of, its underlying index regardless of the investment merits of the underlying index.  
ETFs generally will not be able to duplicate exactly the performance of the underlying indexes they 
seek to track. Although ETFs are generally listed on securities exchanges, there can be no 
assurances that an active trading market for such ETFs will be maintained. In addition, secondary 
market trading in ETFs may be halted by a national securities exchange because of market conditions 
or for other reasons. 

Index Funds Risk. Index funds are not actively managed and are designed to track the performance 
and holdings of a specified index. Securities may be purchased, held and sold by an index fund or an 
account following an index strategy at times when an actively managed fund would not do so. There 
is also the risk that the underlying performance of an index fund may not correlate with the 
performance of the index. 

Foreign Securities and Emerging Markets Risk.  Strategies that invest in foreign currencies and 
foreign issuers are subject to special risks in addition to those of U.S. investments.  These risks 
include political and economic risks, greater volatility, civil conflicts and war, currency fluctuations, 
higher transaction costs, delayed settlement, possible foreign controls on investment, expropriation 
and nationalization risks, liquidity risks, and less stringent investor protection and disclosure standards 
of foreign markets.  In certain markets where securities and other instruments are not traded “delivery 
versus payment,” an account or investment fund may not receive timely payment for securities or 
other instruments it has delivered and may be subject to increased risk that the counterparty will fail to 
make payments when due or default completely. These risks can make foreign investments more 
volatile and potentially less liquid than U.S. investments. The risks associated with foreign securities 
are magnified in countries in “emerging” markets. These countries may have relatively unstable 
governments and less-established market economies than developed countries.  Emerging markets 
may face greater social, economic, regulatory and political uncertainties. These risks make emerging 
market securities more volatile and less liquid than securities issued in more developed countries. 

Commodity Risk.  Certain strategies have exposure to commodities.  Exposure to commodities, 
commodity-related securities and derivatives may subject an underlying fund to greater volatility than 
investments in traditional securities, particularly if the instruments involve leverage. The value of 
commodity-linked investments may be affected by changes in overall market movements, commodity 
index volatility, changes in interest rates, or factors affecting a particular industry or commodity. In 
addition, to the extent that an underlying fund gains exposure to an asset through synthetic replication 
by investing in commodity-linked investments rather than directly in the asset, it may not have a claim 
on the applicable underlying asset and will be subject to enhanced counterparty risk. 

Funds Risk.  There are many different types of collective investment schemes. Generally, a collective 
investment scheme will involve an arrangement that enables a number of investors to 'pool' their 
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assets and have these professionally managed by an independent manager. Investments may 
typically include gilts, bonds and quoted equities, but depending on the type of scheme, may go wider 
into derivatives, real estate or any other asset. There may be risks on the underlying assets held by 
the scheme and investors are advised, therefore, to check whether the scheme holds a number of 
different assets, thus spreading its risk. Subject to this, investment in such schemes may reduce risk 
by spreading the investor’s investment more widely than may have been possible if he or she was to 
invest in the assets directly.  

The reduction in risk may be achieved because the wide range of investments held in a collective 
investment scheme can reduce the effect that a change in the value of any one investment may have 
on the overall performance of the portfolio. Although, therefore, seen as a way to spread risks, the 
portfolio price can fall as well as rise and, depending on the investment decisions made, a collective 
investment scheme may be exposed to many different major risk types. 

The valuation of a collective investment scheme is generally controlled by the relevant fund manager 
or the investment adviser (as the case may be) of the collective investment scheme. Valuations are 
performed in accordance with the terms and conditions governing the collective investment scheme. 
Such valuations may be based upon the unaudited financial records of the collective investment 
scheme and any accounts pertaining thereto. Such valuations may be preliminary calculations of the 
net asset values of the collective investment schemes and accounts. The collective investment 
scheme may hold a significant number of investments which are illiquid or otherwise not actively 
traded and in respect of which reliable prices may be difficult to obtain. In consequence, the relevant 
fund manager or the investment adviser may vary certain quotations for such investments held by the 
collective investment scheme in order to reflect its judgment as to the fair value thereof. Therefore, 
valuations may be subject to subsequent adjustments upward or downward. Uncertainties as to the 
valuation of the collective investment scheme assets and/or accounts may have an adverse effect on 
the net asset value of the relevant collective investment scheme where such judgments regarding 
valuations prove to be incorrect. 

A collective investment scheme and any collective investment scheme components in which it may 
invest may utilize (inter alia) strategies such as short-selling, leverage, securities lending and 
borrowing, investment in sub-investment grade or non-readily realizable investments, uncovered 
options transactions, options and futures transactions and foreign exchange transactions and the use 
of concentrated portfolios, each of which could, in certain circumstances, magnify adverse market 
developments and losses. Collective investment schemes, and any collective investment scheme 
components in which it may invest, may make investments in markets that are volatile and/or illiquid 
and it may be difficult or costly for positions therein to be opened or liquidated. The performance of 
each collective investment scheme and any collective investment scheme component in which it may 
invest is dependent on the performance of the collective investment scheme managers in selecting 
collective investment scheme components and the management of the relevant component in respect 
of the collective investment scheme components.  

In addition, the opportunities to realize an investment in a collective investment scheme is often 
limited in accordance with the terms and conditions applicable to the scheme and subject to long 
periods of advance notice (during which the price at which interests may be redeemed may fluctuate 
or move against you). There may be no secondary market in the collective investment scheme and 
therefore an investment in such a scheme may be (highly) illiquid. 

High Portfolio Turnover Risk.  Certain funds and accounts engage in active and frequent trading 
leading to increased portfolio turnover, higher transaction costs, and the possibility of increased 
capital gains, including short-term capital gains that may be a taxable event to clients. 
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Smaller Companies Risk.  Certain strategies invest in securities of smaller companies.  Investments 
in smaller, newer companies may be riskier than investments in larger, more established companies.  
Securities of smaller companies tend to be less liquid than securities of larger companies.  In addition, 
small companies may be more vulnerable to economic, market and industry changes.  Because 
economic events have a greater impact on smaller companies, there may be greater and more 
frequent changes in their stock price.  This may cause unexpected and frequent decreases in the 
value of an account’s investments.  Finally, emerging companies in certain sectors may not be 
profitable and may not realize profits in the foreseeable future. 

Short Selling Risk.  Selling “short” means to sell financial instruments that you do not own at the time 
of the sale. The seller has an obligation to deliver the product sold at the settlement date which will 
generally be a few days later than the trade date, so will either go into the market to buy the relevant 
financial instruments for delivery or “borrow” the relevant financial instruments under a stock lending 
arrangement. 

Short selling is a technique used by investors who want to try to profit from the falling price of a 
financial instrument. If the price of the financial instrument drops after the investor has sold short (in 
other words at the time when he is buying or borrowing the relevant financial instruments for delivery), 
the investor will make a profit. If however the price of the financial instrument rises after the investor 
has sold short, the investor will have automatically made a loss, and the loss has the potential to get 
bigger and bigger if the price of the financial instrument continues to rise before the investor has gone 
into the market to buy or borrow the financial instrument to settle the short sale.  

Additionally, the investment portfolio may not be able to borrow a security it wishes to sell short or 
may have to purchase a borrowed security in the market to return it to the lender at a 
disadvantageous time or price. Losses on short sales are potentially unlimited because there is no 
upward limit on the price a borrowed security could attain.  Short sales are speculative transactions 
and involve special risks, including regulatory restrictions and a greater reliance on the Adviser’s 
ability to accurately anticipate the future value of a security.  Furthermore, taking short positions in 
securities results in a form of leverage which may cause the account to be more volatile. 

Derivatives Generally: A derivative is a financial instrument, the value of which is derived from an 
underlying asset’s value. Rather than trade or exchange the asset itself, an agreement is entered into 
to exchange money, assets or some other value at some future date based on the underlying asset. A 
premium may also be payable to acquire the derivative instrument. 

There are many types of derivative, but options, futures and swaps are among the most common. An 
investor in derivatives often assumes a high level of risk, and therefore investments in derivatives 
should be made with caution, especially for less experienced investors or investors with a limited 
amount of capital to invest. 

If a derivative transaction is particularly large or if the relevant market is illiquid (as may be the case 
with many privately negotiated off-exchange derivatives), it may not be possible to initiate a 
transaction or liquidate a position at an advantageous price. 

On-exchange derivatives are subject, in addition, to the risks of exchange trading generally, including 
potentially the requirement to provide margin. Off-exchange derivatives may take the form of unlisted 
instruments or bi-lateral “over the counter” contracts (“OTC”). Although these forms of derivatives may 
be traded differently, both arrangements may be subject to credit risk of the Issuer (if transferable 
securities) or the counterparty (if OTCs) and, like any contract, are subject also to the particular terms 
of the contract (whether a one-off transferable security or OTC, or a master agreement), as well as 
the risks identified in Part III below. In particular, with an OTC contract, the counterparty may not be 
bound to “close out” or liquidate this position, and so it may not be possible to terminate a loss-making 
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contract. Off-exchange derivatives are individually negotiated. As the terms of the transactions are not 
standardized and no centralized pricing source exists (as exists for exchange traded instruments), the 
transactions may be difficult to value. Different pricing formulas and financial assumptions may yield 
different values, and different financial institutions may quote different prices for the same transaction. 
In addition, the value of an off-exchange derivative will vary over time and is affected by many factors, 
including the remaining time until maturity, the market price, price volatility and prevailing interest 
rates.   

Derivatives can be used for speculative purposes or as hedges to manage other investment or 
economic risks. In all cases the suitability of the transaction for the particular investor should be very 
carefully considered. 

You are therefore advised to ask about the terms and conditions of the specific derivatives and 
associated obligations (e.g. the circumstances under which you may become obligated to make or 
take delivery of an underlying asset and, in respect of options, expiration dates and restrictions on the 
time for exercise). Under certain circumstances the specifications of outstanding contracts (including 
the exercise price of an option) may be modified by the exchange or Clearing House to reflect 
changes in the underlying asset. 

Normal pricing relationships between the underlying asset and the derivative may not exist in all 
cases. This can occur when, for example, the futures contract underlying the option is subject to price 
limits while the option is not. The absence of an underlying reference price may make it difficult to 
assess ‘fair’ value. 

The points set out below in relation to different types of derivative are not only applicable specifically 
to these derivatives but are also applicable more widely to derivatives generally. All derivatives are 
potentially subject to the major risk types set out in this document, especially market risk, credit risk 
and any specific sector risks connected with the underlying asset. 

Futures/Forwards/Forward rate agreements: Transactions in futures or forwards involve the 
obligation to make, or to take, delivery of the underlying asset of the contract at a future date, or in 
some cases to settle the position with cash. They carry a high degree of risk. The 'gearing' or 
'leverage' often obtainable in futures and forwards trading means that a small deposit or down 
payment can lead to large losses as well as gains. It also means that a relatively small movement can 
lead to a proportionately much larger movement in the value of your investment, and this can work 
against you as well as for you.  

Futures and forwards transactions have a contingent liability, and you should be aware of the 
implications of this, in particular margining requirements: these are that, on a daily basis, with all 
exchange-traded, and most OTC off-exchange, futures and forwards, you will have to pay over in 
cash losses incurred on a daily basis and if you fail to, the contract may be terminated.  

Options: There are many different types of options with different characteristics subject to the 
following conditions. 

Put option: a put option is an option contract that gives the holder (buyer) of the option the right to 
sell a certain quantity of an underlying security to the writer of the option at a specified price (the strike 
price) up to a specified date (the expiration date). 

Call option: a call option is an option contract that gives the holder (buyer) the right to buy a certain 
quantity of an underlying security from the writer of the option, at a specified price (the strike price) up 
to a specified date (the expiration date). 
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Buying options; Buying options involves less risk than selling options because, if the price of the 
underlying asset moves against you, you can simply allow the option to lapse. The maximum loss is 
limited to the premium, plus any commission or other transaction charges. However, if you buy a call 
option on a futures contract and you later exercise the option, you must acquire the future. This will 
expose you to the risks described under 'futures' and 'contingent liability investment transactions'. 
Certain options markets operate on a margined basis, under which buyers do not pay the full premium 
on their option at the time they purchase it. In this situation you may subsequently be called upon to 
pay margin on the option up to the level of your premium. If you fail to do so as required, your position 
may be closed or liquidated in the same way as a futures position. 

Writing options; If you write an option, the risk involved is considerably greater than buying options. 
You may be liable for margin to maintain your position and a loss may be sustained well in excess of 
the premium received. By writing an option, you accept a legal obligation to purchase or sell the 
underlying asset if the option is exercised against you, however far the market price has moved away 
from the exercise price. 

If you already own the underlying asset which you have contracted to sell (known as 'covered call 
options') the risk is reduced. If you do not own the underlying asset (known as 'uncovered call 
options') the risk can be unlimited. Only experienced persons should contemplate writing uncovered 
options, and then only after securing full details of the applicable conditions and potential risk 
exposure. 

If you buy an American-style call option and the relevant market price of the underlying asset never 
rises above the strike price on the option (or if you fail to exercise the option while such condition 
exits), the option will expire unexercised and you will have lost the premium you paid for the option.  
Similarly, if you buy an American-style put option and the relevant market price for the underlying 
asset does not fall below the option strike price (or if you fail to exercise the option while such 
condition exists), the option will not be exercised and you will have lost the premium you paid for the 
put option. 

Purchasing European-style or Bermuda-style options may carry additional market risk since the option 
could be “in-the-money” for part or substantially all of the holding period but not on the exercise 
date(s).  A call option is “in-the-money” if the strike price is lower than the relevant market price for the 
underlying asset.  A put option is “in-the-money” if the strike price is higher than the relevant market 
price for the underlying asset. 

It is even possible for the holder of an exercised, “in-the-money” option to lose money on an option 
transaction.  Such a situation exists whenever the value received under the option fails to exceed the 
purchaser’s costs of entering into the option transaction (the premium and any other costs and 
expenses). 

If you are a potential writer of an option, you should consider how the type of option affects the timing 
of your potential payment and delivery obligations there under.  As the writer of a European-style 
option, the timing of any payment and delivery obligations is predictable.  Absent early termination, no 
settlements will be necessary prior to the expiration date.   As the writer of an American-style option, 
however, you must be certain that you are prepared to satisfy your potential payment and delivery 
obligations at any time during the exercise period (possibly quite soon following the sale of the 
option).  

Traditional options; Certain London Stock Exchange member firms under special exchange rules 
write a particular type of option called a 'traditional option'. These may involve greater risk than other 
options. Two-way prices are not usually quoted and there is no exchange market on which to close 
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out an open position or to effect an equal and opposite transaction to reverse an open position. It may 
be difficult to assess its value or for the seller of such an option to manage his exposure to risk. 

Contracts for differences: Certain derivatives are referred to as contracts for differences. These can 
be options and futures on the FTSE 100 index or any other index of an exchange, as well as equity, 
currency and interest rate swaps, amongst others. However, unlike other futures and options (which 
may, depending on their terms, be settled in cash or by delivery of the underlying asset), these 
contracts can only be settled in cash. Investing in a contract for differences carries the same risks as 
investing in a future or an option as referred above. Transactions in contracts for differences may also 
have a contingent liability. 

Swaps: A swap agreement is a derivative where two counterparties exchange one stream of cash 
flows against another stream, calculated by reference to an “underlying” (such as securities’ indices, 
bonds currencies, interest rates or commodities, default or other credit event of a company or 
companies or more intangible items).  

A swap agreement may also be combined with an option. Such an option may be structured in two 
different ways. Firstly, “swaptions” are transactions that give the purchaser of the swaption the right, 
against payment of a premium, to exercise or not to exercise, until the agreed maturity date, its right 
to enter into a pre-agreed swap agreement. Secondly, “caps”, “floors” and “collars” enable a party, 
against payment or receipt of a premium, to protect itself against, or to take an exposure on, the 
variation on the value or level of an underlying. 

The payout either or both sides of a swap may be complex, involve multiple underlings, different 
approaches through time, or take a long time to calculate. The payout from either side may be a cash 
calculation or a physical security (or other derivative). The more complex an instrument is, the fewer 
opportunities there will be to exit the transaction with a different counterparty and the likely higher 
transaction costs to exit and enter in the first place. However there have been industry initiatives to 
standardize apparently complex payoffs, particularly regarding credit derivatives, which increases the 
availability of counterparties and reduces transaction cost. 

A major risk of off-exchange derivatives, (including swaps) is known as counterparty risk, whereby a 
party is exposed to the inability of its counterparty to perform its obligations under the relevant 
Financial Instrument. For example if a party, A, wants a fixed interest rate loan and so swaps a 
variable rate loan with another party, B, thereby swapping payments, this will synthetically create a 
fixed rate for A. However, if B goes insolvent, A will lose its fixed rate and will be paying a variable 
rate again. If interest rates have gone up a lot, it is possible that A will struggle to repay. 

The swap market has grown substantially in recent years, with a large number of banks and 
investment banking firms acting both as principals and as agents utilizing standardized swap 
documentation to cover swaps trading over a broad range of underlying assets. As a result, the swap 
market for certain underlying assets has become more liquid but there can be no assurance that a 
liquid secondary market will exist at any specified time for any particular swap, nor that the prices for 
entering and exiting a transaction will be close together even if such a market exists. 

Combined Instruments/Baskets: Any combined instruments, such as a bond with a warrant 
attached, is exposed to the risk of both those products and so combined products may contain a risk 
which is greater than those of its components generally, although certain combined instruments may 
contain risk mitigation features, such as principal protected instruments. 

The value of a basket of products (such as shares, indices etc.) may be affected by the number and 
quality of reference assets included in such basket. Generally, the value of a basket that includes 
reference assets from a number of reference asset issuers or indices will be less affected by changes 
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in the value of any particular reference asset included therein than a basket that includes fewer 
reference assets, or that gives greater weight to some reference assets included therein. In addition, if 
the reference assets included in basket are concentrated in a particular industry, the value of such a 
basket will be more affected by the economic, financial and other factors affecting that industry than if 
the reference assets included in the basket are in various industries that are affected by different 
economic, financial or other factors or are affected by such factors in different ways. 

Off-exchange transactions: In some jurisdictions, and only then in restricted circumstances, firms 
are permitted to effect off-exchange transactions. The firm with which you deal may be acting as your 
counterparty to the transaction. It may be difficult or impossible to liquidate an existing position, to 
assess the value, to determine a fair price or to assess the exposure to risk. For these reasons, these 
transactions may involve increased risks. Off-exchange transactions may be less regulated or subject 
to a separate regulatory regime.  

Real Estate Risk.  There are certain risks associated with the development, construction and/or 
ownership of real estate and the real estate industry in general, including: the burdens of ownership of 
real property; local, national and international economic conditions; the supply and demand for 
properties; the financial condition of tenants, buyers and sellers of properties; changes in interest 
rates and the availability of mortgage funds which may render the sale or refinancing of properties 
difficult or impracticable; changes in environmental laws and regulations, planning laws, fiscal and 
monetary policies and other governmental rules; environmental claims arising with respect to 
properties acquired with undisclosed or unknown environmental problems or with respect to which 
inadequate reserves have been established; changes in real property tax rates; changes in energy 
prices; negative developments in the economy that depress travel activity; uninsured casualties; force 
majeure acts, terrorist events, under-insured or uninsurable losses; and other factors which are 
beyond the reasonable control of the applicable investment fund or its investment adviser. In addition, 
as recent experience during the financial crisis has demonstrated, real estate assets are subject to 
long-term cyclical trends that give rise to significant volatility in values. 

Many of these factors could cause fluctuations in occupancy rates, rent schedules, or operating 
expenses, and may adversely impact returns. The value of investments may fluctuate significantly due 
to these factors among others and may be significantly diminished in the event of a sudden downward 
market for real estate and real estate-related assets. The returns available from investments depend 
on the amount of income earned and capital appreciation generated by the relevant underlying 
properties, as well as expenses incurred in connection therewith. If properties do not generate income 
sufficient to meet operating expenses, including amounts owed under any third-party borrowings and 
capital expenditures, returns will be adversely affected. In addition, the cost of complying with 
governmental laws and regulations and the cost and availability of third-party borrowings may also 
affect the market value of and returns from real estate and real estate related investments. Returns 
would be adversely affected if a significant number of tenants were unable to pay rent or if properties 
could not be rented on favorable terms. Certain significant fixed expenditures associated with 
purchasing properties (such as third-party borrowings, taxes and maintenance costs) may stay the 
same or increase even when circumstances cause a reduction in returns from properties. 

Maritime Risk.  An investment in Maritime strategies is subject to certain risks associated with the 
ownership of maritime and maritime-related assets and the shipping industry in general, including: the 
burdens of ownership of maritime and maritime-related assets; local, national and international 
economic and political conditions; developments in international trade and changes in seaborne and 
other transportation patterns; changes in the tourism and holiday travel market; the financial condition 
of charterers, pool operators, buyers and sellers of maritime-related assets; changes in interest rates 
and the availability of debt financing which may render the sale or refinancing of maritime and 
maritime-related assets difficult or impracticable; changes in environmental laws and regulations; 
changes in governmental rules and fiscal and monetary policies; environmental claims arising in 
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respect of maritime and maritime-related assets acquired with undisclosed or unknown environmental 
problems or as to which inadequate reserves have been established; environmental accidents, 
contamination or pollution; changes in tax policies and rates; changes in energy and commodities 
prices including bunker prices; negative developments in the economy that depress global trade and 
transportation activity; business interruptions caused by mechanical error; exposure to emerging 
markets and politically unstable regions and countries; embargoes and strikes; port and canal 
closures; cargo and property losses or damage; accidents caused by human error; uninsured 
casualties; maritime disasters including collisions, groundings or capsizings or incidents relating to 
design failures of a vessel; natural disasters, weather patterns, storms, and climate changes; the risk 
of an explosion, fire or flooding; force majeure acts; political unrest or the interference of government 
agencies or political bodies, armed conflicts and war; acts of piracy; terrorist events; acts of God; 
under-insured or uninsurable losses; epidemics and widespread transmission of communicable 
diseases; and other factors which are beyond the reasonable control of the Fund and the 
Operator.  The nature, timing and degree of changes in shipping industry conditions are 
unpredictable.  In addition, as recent experience has demonstrated, maritime and maritime-related 
assets are subject to long-term cyclical trends that give rise to significant volatility in values in terms of 
charter rates, profitability and, consequently, vessel values.  The time lag in the shipping industry 
between orders and deliveries heighten this cyclicality. 

In addition, significant contraction in demand for imported commodities such as iron ore, coal, crude 
oil and manufactured goods, as a result of economic downturns or changes in government policies in 
certain regional markets, could depress vessel freight rates, as well as the general demand for 
vessels.  A decline in demand for, and level of consumption of, refined petroleum products could 
cause demand for tank vessel capacity and charter rates to decline.  The future demand for carriers 
and related charter rates will be dependent upon continued demand for imported commodities, 
economic seasonal and regional changes in demand, and changes to the capacity of the world 
fleet.  A decline in demand for commodities and finished goods transported in maritime carriers or an 
increase in supply of vessels could cause a significant decline in charter rates.  The supply of 
shipping capacity is also a function of the delivery of new vessels and the number of older vessels 
scrapped, in lay-up, converted to other uses, reactivated or removed from active service.  Supply may 
also be affected by maritime transportation and other types of governmental regulation, including that 
of international authorities. 

Many of these factors could cause fluctuations in charter hire and pooling rates or operating 
expenses, causing the value of the Investments to decline and negatively affect the Fund's 
returns.  The value of the Investments may fluctuate significantly due to these factors and may be 
significantly diminished in the event of a sudden downward market for maritime and maritime-related 
assets.  The returns available from Investments depend on the amount of income earned and capital 
appreciation generated by the relevant underlying vessels, as well as expenses incurred in 
connection therewith.  The types of operating expenses to which the Fund may be exposed and which 
may be subject to increase beyond current estimates include labor, repairs and maintenance costs, 
the costs of periodic dry-docking of vessels and insurance premia.  If maritime and maritime-related 
assets do not generate income sufficient to meet operating expenses, including amounts owed under 
any third-party borrowings and capital expenditures, the Fund's returns will be adversely affected.  In 
addition, the cost of complying with governmental or international laws and regulations and the cost 
and availability of third-party borrowings may also affect the market value of and returns from the 
Investments.  The Fund's returns would be adversely affected if a significant number of charterers 
were unable to pay their charter rates or if vessels could not be chartered or pooled on favorable 
terms.  Certain significant fixed expenditures associated with purchasing maritime and maritime-
related assets (such as third-party borrowings, taxes and maintenance costs) may stay the same or 
increase even when circumstances cause a reduction in returns from maritime and maritime-related 
assets 
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Private Equity Specific Risks.  The structure of private equity investment vehicles presents certain 
risks, apart from the portfolios of investments, of which investors should be aware.   

Long-term commitment required 
A commitment is a long-term investment.  The expected term of each investment vehicle can 
be up to fifteen years.  The investment vehicles may draw down the capital commitments of 
investors at any time during their term.  There will be a substantial period of time during which 
investors may be obligated to provide capital without receiving any return and regardless of 
the performance of the investment vehicles.  Investors should be willing to hold their interests 
until the liquidation of the investment vehicles.   

Lack of control by investors 
Investors will not have the ability to select, veto or cause the sale or other disposition of any 
investments by the investment vehicles or to determine the timing of any takedown, 
distribution or liquidation of the investment vehicles. 

Illiquidity; Restrictions on transfer and withdrawal 
An investment in the investment vehicles will be highly illiquid.  Except in certain very limited 
circumstances investors will not be permitted to transfer their interests without the prior written 
consent of the Board of Managers of the relevant investment vehicle, which may be granted 
or withheld in its sole discretion.  The transferability of interests in the investment vehicles 
also will be subject to certain restrictions contained in the substantive documents and 
restrictions on resale imposed under applicable securities laws. 

Penalty for default 
An investor that defaults in any payment with respect to its capital commitment to an 
investment vehicle will be subject to substantial penalties, including for each event of default a 
reduction in its interest in such investment vehicle corresponding to a reduction in its capital 
contributions (but not below zero) by an amount equal to 25 percent of its capital commitment. 

Diversification risk 
Each investment vehicle may make only a limited number of investments and, as a 
consequence, the aggregate return on investments may be substantially adversely affected 
by the unfavorable performance of one or a small number of the investments. 

Risks of corporate finance and venture capital investments 
Investments made in connection with acquisition transactions are subject to a variety of 
special risks, including the risk that the acquiring company has paid too much for the acquired 
business, the risk of unforeseen liabilities, the risks associated with new or unproven 
management or new business strategies and the risk that the acquired business will not be 
successfully integrated with existing businesses or produce the expected synergies. 

Venture companies may be in a conceptual or early stage of development, may not have a 
proven operating history, may have products that are not yet developed or ready to be 
marketed or that have no established market. 

Companies may face significant fluctuations in operating results, may need to engage in 
acquisitions or divestitures of assets in order to compete successfully or survive financially, 
may be operating at a loss, may be engaged in a rapidly changing business with products 
subject to a substantial risk of obsolescence, may require substantial additional capital to 
support their operations, to finance expansion or to maintain their competitive position, or 
otherwise may have a weak financial condition. 
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Companies may be highly leveraged and, as a consequence, subject to restrictive financial 
and operating covenants.  The leverage may impair the ability of these companies to finance 
their future operations and capital needs.  As a result, these companies may lack the flexibility 
to respond to changing business and economic conditions, or to take advantage of business 
opportunities. 

Companies may face intense competition, including competition from companies with far 
greater financial resources, more extensive development, manufacturing, marketing and other 
capabilities, and a larger number of qualified managerial and technical personnel. 

UCredit Hedge Fund Risks   

An investment in credit hedge funds, such as those managed by JPMFL and its JPS Credit 
Alternatives Group in particular, involves substantial risks, including but not limited to those described 
below. There can be no assurance that the investment objective of such a fund will be achieved or 
that there will be any return of capital invested, and investment results may vary substantially from 
period to period. Investors may be required to bear the financial risk of an investment in the fund for 
an indefinite period of time. Shares are a potentially suitable investment only for sophisticated 
investors for whom an investment in the hedge fund does not represent a complete investment 
program and who fully understand and are capable of assuming the risks of an investment in such a 
fund. The following is not intended as a complete summary of the risks involved with making an 
investment in such a credit hedge fund. Prospective investors and clients are urged to consult with 
their own investment and tax advisers before making an investment or decision. 

Substantial Redemptions 

Due to possibly significant investments in certain funds by one or a number of other investors, 
credit hedge funds, managed by JPMFL, expect to have a concentrated investor base at 
times.  A full redemption of the interests held by one or a small number of large investors 
could represent a significant portion of a fund’s assets.  Substantial redemptions could 
significantly increase the remaining investors’ pro rata share of expenses.  In addition, a large 
number of redemptions within a limited period of time could require a fund to liquidate 
positions more rapidly than would otherwise be desirable, adversely affecting the value of 
both the shares of any redeeming Investors and the outstanding shares.  In addition, 
regardless of the period of time over which redemptions occur, the resulting reduction in net 
assets of a fund  could alter the composition of an investment portfolio and make it more 
difficult for JPMFL to successfully implement the investment program of a fund and generate 
profits or recover losses (including as a result of increased concentration in particular asset 
classes, strategies or otherwise, which can increase the portfolio’s risk of loss).    

Redemption proceeds paid by a fund to a redeeming Investor may be less than the Net Asset 
Value of such Shares at the time a redemption request is made due to fluctuations in the Net 
Asset Value of a fund between the date of the request and the applicable Redemption Date.   

Legal, Tax and Regulatory Risks 

Funds must comply with various legal requirements, including requirements imposed by U.S. 
federal income tax law and U.S. federal and state securities laws.  If any of the laws and 
regulations currently in effect should change or any new laws or regulations should be 
enacted, the legal requirements to which a fund and the investors may be subject could differ 
materially from current requirements and may materially and adversely affect a fund and the 
Investors.  The regulatory environment for private funds and other financial entities is 
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evolving.  Changes in law or regulations may adversely affect the value of instruments held 
(directly or indirectly) by a fund, may affect the ability of a fund to pursue their investment 
strategies or may restrict or prevent JPMC and JPMFL from continuing to perform services for 
a fund in the manner currently contemplated.  The European and United States governmental 
bodies, as well as other regulators, self-regulatory organizations and exchanges, have 
already taken various extraordinary actions in connection with recent market events and may 
take additional actions.  The effect of any future regulatory changes on a fund and its 
Investors could be substantial and adverse.  Without limiting the generality of the foregoing, 
below is a description of certain regulations that may affect a fund, a fund, and certain actions 
that may be taken by JPMFL, a fund in order to comply with, or reduce the impact of, such 
regulations.  

Dodd-Frank Act; Volcker Rule 

On July 21, 2010, President Obama signed into law the “Dodd-Frank Wall Street Reform and 
Consumer Protection Act” (the “Dodd-Frank Act”). The Dodd-Frank Act includes certain 
provisions (known as the “Volcker Rule”) that restrict the ability of a banking entity, such as 
JPMC or any of its affiliates or subsidiaries, from acquiring or retaining, as principal, any 
equity, partnership or other ownership interest in, or sponsoring, certain private funds 
(“covered funds”), unless the investment or activity is conducted in accordance with an 
exclusion or exemption.  The Volcker Rule also prohibits certain “covered transactions” (as 
defined in Section 23A of the U.S. Federal Reserve Act) between a banking entity and any of 
its affiliates, on the one hand, and a covered fund to which the banking entity or any of its 
affiliates or subsidiaries serves, directly or indirectly, as investment manager or investment 
adviser, or that the banking entity or any of its affiliates or subsidiaries sponsors or invests in 
connection with organizing and offering the covered fund pursuant to the asset management 
exemption (or with any other covered fund that is controlled by such fund), on the other hand.   

On December 10, 2013, the FDIC, the Federal Reserve Board, the Office of the Comptroller 
of the Currency, the SEC and the CFTC issued final regulations implementing the Volcker 
Rule (the “Final Rules”).  The Volcker Rule became effective on July 21, 2012, and the Final 
Rules became effective on April 1, 2014, subject to a conformance period.  Other than with 
respect to certain “legacy” investments in and relationships with covered funds and foreign 
funds that were in place before December 31, 2013 (“legacy covered funds”), all of a banking 
entity’s activities, investments and transactions with or involving a covered fund (other than an 
investment in or a relationship with a legacy covered fund) must be in conformance with the 
Volcker Rule and the Final Rules after July 21, 2015.  On December 18, 2014, the Federal 
Reserve granted an extension of the conformance period with respect to legacy covered 
funds only from July 21, 2015 to July 21, 2016, and indicated it would grant a final further 
extension of the conformance period with respect to legacy covered funds from July 21, 2016 
to July 21, 2017. 

Only directors and employees of JPMC who are engaged directly in providing investment 
advisory or other services to a covered fund (“JPM Employees”) may invest directly in the 
fund, including potentially an employee fund that is established to invest in or alongside 
another fund.  Directors or employees of JPMC who are not directly engaged in providing 
investment advisory or other services to a covered fund are not permitted to invest in the 
fund. 

Other than with respect to legacy covered funds, any covered transaction between JPMC and 
any of its affiliates or subsidiaries and a covered fund sponsored, managed, advised or 
organized and offered by JPMC is prohibited under the Volcker Rule, which may restrict the 
activities of the fund.  Further, the trading and other investment opportunities of a covered 
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fund may be limited in order to comply with the Volcker Rule’s restriction on material conflicts 
of interest.  A fund that is not sponsored, managed, advised, or organized and offered by 
JPMC may not be subject to those considerations.  In addition, JPMC has developed and 
provides for the continued administration of a compliance program reasonably designed to 
ensure and monitor compliance with the prohibitions and restrictions of the Volcker Rule and 
the Final Rules, including written policies and procedures, internal controls, corporate 
governance, independent testing and audit, training and recordkeeping requirements. 

 

Investment and Trading Risks 

An investment in a credit hedge fund involves a high degree of risk, including the risk that the 
entire amount invested may be lost, and prospective Investors should not subscribe unless 
they can readily bear the consequences of such a loss. A credit hedge fund will invest in, and 
from time to time may actively trade, high-risk securities, derivatives and other instruments 
using strategies and investment techniques with significant risk characteristics, including risks 
arising from the volatility of the credit, fixed income, high yield, global equity, commodity, 
currency, and other financial markets, the risks of short sales, the risks of leverage, the 
potential illiquidity of securities, derivatives and other instruments, the risk of loss from 
counterparty defaults and the risks of borrowing, including for purposes of making 
investments and to meet redemption requests, and risks associated with making investments 
in non-developed countries.  

The JPS Alternatives Group’s investment program may use such investment techniques as 
margin transactions, option transactions, short sales, forward and futures contracts, swaps, 
and swaptions, which practices involve substantial volatility and can, in certain circumstances, 
substantially increase the adverse impact to which a fund may be subject. All investments 
made by such a fund risk the loss of capital. No guarantee or representation is made that a 
fund’s investment program will be successful, that a fund will achieve positive returns or its 
targeted volatility, that there will be any return of capital invested, or that the various trading 
strategies utilized or investments made by a fund will have low correlation with each other or 
with the financial markets in which a fund invests. Investment results may vary substantially 
over time. In addition, investors and clients should be aware that the fees and expenses of a 
fund, including the Incentive Fee and Management Fee paid to the Investment Manager, may 
offset any investment gains of such a fund.  

Dependence on the Investment Manager and Key Personnel  

All investment decisions with respect to a credit hedge fund’s portfolio will be made by the 
JPS Alternatives Group within JPMFL, and investors will not have the ability to take part in the 
management or investment operations of a fund or to evaluate the specific investments made 
by a fund. As a result, the success of a fund will depend largely upon the abilities of the JPS 
Alternatives Group and its personnel to develop and implement the investment programs of a 
fund. Decisions made by the JPS Alternatives Group may cause a fund to incur losses or to 
miss profit opportunities on which it may otherwise have capitalized. There can be no 
assurance that JPMFL or its personnel will continue to provide advice to and trade on behalf 
of a fund or that their trading will be profitable in the future. If a fund were to lose the services 
of JPMFL or key personnel thereof, such a fund may be adversely affected, and this could 
ultimately result in the liquidation of such a fund. For example, as a result of regulation or for 
other reasons, the amount of compensation that may be payable to JPMC executives or other 
employees generally or in particular circumstances may be limited in amount or form. As a 
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result, certain key personnel, including members of the JPS Alternatives Group, may 
terminate their employment with JPMC.  

Limits on Hedged Strategies 

Even though a credit hedge fund may utilize "market neutral" or "relative value" hedging or 
arbitrage strategies, this in no respect should be taken to imply that a fund's investments are 
without risk. Substantial losses may be recognized on "hedge" or "arbitrage" positions, and 
illiquidity and default on one side of a position can effectively result in the position being 
transformed into an outright speculation. Every market neutral or relative value strategy 
involves exposure to some second order risk of the market, such as the implied volatility in 
convertible bonds or warrants, the yield spread between similar term government bonds, or 
the price spread between different classes of stock for the same underlying issuer. 

Availability of Investment Strategies  

The success of a fund’s investment and trading activities will depend on the ability of JPMFL 
to identify investment opportunities and inefficiencies in the credit and credit-related markets. 
Identification and exploitation of the investment strategies to be pursued by a fund involve a 
high degree of risk. No assurance can be given that JPMFL will be able to identify suitable 
investment opportunities in which to deploy all of a fund’s capital. Changes in liquidity and 
other market factors may reduce the pool of profitable investment strategies for a fund.  

Quantitative Model Risks 

JPMFL may employ quantitatively-based financial and analytical models in connection with, 
among other things, identifying investment opportunities for a fund. There can be no 
assurance that these models will be successful or that the investment professionals 
programming and utilizing these models will be able to adequately adjust the models to take 
into account changes in the markets or instruments in which a fund trades. 

Limitations on Transfer and Liquidity Risks 

Credit hedge funds are intended for investors that can accept the risks associated with 
investing primarily in securities, derivatives and other instruments that involve a high degree 
of financial risk and that are potentially illiquid. There is no public market for shares of such 
funds, and no such market is expected to develop in the future. Investors may be required to 
bear the financial risk of an investment in a fund for an indefinite period of time. Investors may 
not sell, transfer, exchange, assign, pledge, hypothecate or otherwise dispose of their shares 
of a fund (or any portion thereof) without the consent of JPMFL in its discretion. The 
transferability of shares will be subject to certain restrictions contained in a fund’s  
memorandum and articles and will be affected by restrictions imposed under applicable 
securities laws. 

Absence of Regulatory Oversight  

A credit hedge fund may not be registered as an investment company under the Investment 
Company Act, in reliance upon an exemption available to privately offered investment 
companies, and, accordingly, the provisions of the Investment Company Act intended to 
provide various protections to investors (which, among other things, require investment 
companies to have a majority of disinterested directors, provide limitations on leverage, limit 
transactions between investment companies and their affiliates and regulate the relationship 
between the investment adviser and the investment company) are unlikely to be applicable. 
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At any given time, a substantial portion of a fund’s assets may be maintained with brokerage 
firms which do not separately segregate such assets as would be required in the case of 
registered investment companies. Under the provisions of the U.S. Securities Investor 
Protection Act of 1970, as amended, the bankruptcy or failure of any such brokerage firm is 
likely to have a greater adverse impact on a credit hedge fund than would be the case if 
custody of such securities, instruments and other assets was maintained in accordance with 
the requirements applicable to registered investment companies. There is also the risk that a 
custodian could convert to its own use assets committed to it by a fund. 

Furthermore, because the offering and sale of shares to investors may be exempt from 
registration under the Securities Act pursuant to Regulation S and Regulation D promulgated 
thereunder, and shares may be purchased only by U.S. Persons who are “qualified 
purchasers” as defined in the Investment Company Act, a fund’s offering memorandum is 
unlikely to have been filed with or reviewed by the SEC. Notwithstanding the foregoing, new 
legislation or regulations could require registration of a fund or affiliated entities under the 
Investment Company Act or similar regulations which could adversely impact the investment 
strategy, expenses, and performance of a fund. 

U.S. Commodity Exchange Act 

JPMFL is currently a member of the National Futures Association (the “NFA”) and is 
registered with the CFTC as a commodity pool operator (a “CPO”).  JPMFL with respect to 
certain funds has claimed an exemption from certain of the CFTC’s disclosure, reporting and 
record-keeping requirements applicable to registered CPOs pursuant to CFTC Rule 
4.7.  JPMFL has also claimed an exemption from certain of the CFTC’s disclosure, reporting 
and record-keeping requirements applicable to registered CTAs pursuant to CFTC Rule 4.7. 

 

Regulatory Risk.  Pending and ongoing regulatory reform may have a significant impact on JPMFL’s 
investment advisory business. On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (“Dodd-Frank”) was signed into law in the United States. Dodd-Frank is expansive in 
scope and requires the adoption of extensive regulations and numerous regulatory decisions in order 
to be implemented fully.  Dodd-Frank may significantly change JPMFL’s operating environment and 
the financial markets in general in unpredictable ways. It is not possible to predict the ultimate effects 
that Dodd-Frank, or subsequent implementing regulations and decisions, will have upon JPMFL’s 
business and results of operations. Among the potential impacts of Dodd-Frank, provisions of Dodd-
Frank referred to as the Volcker Rule will impact the method by which JPMFL seeds, invests in and 
operates its private investment funds, including private equity funds and hedge funds. The impact of 
the Volcker Rule on liquidity and pricing in the broader financial markets is unknown at this time.  The 
Volcker Rule became effective on July 21, 2012, and the final rules implementing the Volcker Rule 
(the “Final Rules”) became effective on April 1, 2014, subject to a conformance period.  Other than 
with respect to certain “legacy” investments in and relationships with covered funds and foreign funds 
that were in place before December 31, 2013, banking entities (including JPMC and its affiliates and 
subsidiaries, including JPMFL) must be in conformance with the Volcker Rule and the Final Rules 
after July 21, 2015.  On December 18, 2014, the Board of Governors of the Federal Reserve System 
(the “Federal Reserve”) granted an extension of the conformance period with respect to legacy 
covered funds from July 21, 2015 to July 21, 2016, and indicated it would likely grant a final further 
extension of the conformance period with respect to legacy covered funds from July 21, 2016 to July 
21, 2017.  Thus, JPMFL has until July 21, 2016 to conform its activities with respect to legacy covered 
funds (including, for example, the Credit Hedge Fund)_ with the Volcker Rule and the Final Rules. 
Among other things, the Volcker Rule prohibits certain “covered transactions” (as defined in Section 
23A of the U.S. Federal Reserve Act) between a banking entity and any of its affiliates or subsidiaries, 
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on the one hand, and a covered fund to which the banking entity or any of its affiliates or subsidiaries 
serves, directly or indirectly, as investment manager or investment adviser, or that the banking entity 
or any of its affiliates or subsidiaries sponsors or invests in connection with organizing and offering the 
covered fund pursuant to the asset management exemption (or with any other covered fund that is 
controlled by such fund), on the other hand.  In addition, no transaction, class of transactions or 
activity will be permitted if (i) it would involve or result in a “material conflict of interest” (as such term 
in defined in the final regulations implementing the Volcker Rule) between the banking entity and its 
clients, customers or counterparties; (ii) it would result, directly or indirectly, in a material exposure by 
the banking entity to a high-risk asset or a high-risk trading strategy; or (iii) it poses a threat to the 
safety and soundness of the banking entity or to the financial stability of the United States. These 
restrictions could materially adversely affect accounts that are, or are invested in, pooled investment 
vehicles, including because the restrictions could limit a pooled investment vehicle from obtaining 
seed capital, loans or other commercial benefits from JPMFL. 

In addition, JPMFL and/or its funds could become designated as a systemically important financial 
institution (“SIFI”) and become subject to direct supervision by the Federal Reserve. If JPMFL were 
designated a SIFI, it could be subject to enhanced prudential, supervisory and other requirements, 
such as risk-based capital requirements; leverage limits; liquidity requirements; resolution plan and 
credit exposure report requirements; concentration limits; a contingent capital requirement; enhanced 
public disclosures; short-term debt limits; and overall risk management requirements. Further, final 
regulations adopted under Dodd-Frank, relating to regulation of swaps and derivatives, will impact the 
manner by which JPMFL and JPMFL-advised funds and accounts use and trade swaps and other 
derivatives, and may increase the costs of derivatives trading. Similarly, JPMFL’s management of 
funds and accounts that use and trade swaps and derivatives may be adversely impacted by recently 
adopted changes to the Commodity Futures Trading Commission regulations.  Other jurisdictions 
outside the United States in which JPMFL operates are also in the process of devising or considering 
more pervasive regulation of many elements of the financial services industry, which could have a 
similar impact on JPMFL and the broader markets. 

C. URisks Associated With Particular Types of Securities 

See Item 8.B. for a summary of the risks associated with certain types of securities and asset classes. 

 
 

ITEM 9 
Disciplinary Information 

A. UCriminal or Civil Proceedings 

The Adviser has no material civil or criminal actions to report. 

B. UAdministrative Proceedings Before Regulatory Authorities 

The Adviser has no material administrative proceedings before the SEC, any other federal regulatory 
agency, any state regulatory agency, or any foreign financial regulatory authority to report. 

C. USelf-Regulatory Organization (SRO) Proceedings 

The Adviser has no material SRO disciplinary proceedings to report. 
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ITEM 10 
Other Financial Industry Activities and Affiliations 

A.  UBroker-Dealer Registration Status 

No information to report. 

B. UFutures Commission Merchant, Commodity Pool Operator, or Commodity Trading Adviser 
Registration StatusU  

JPMFL is registered with the U.S. Commodity Futures Trading Commission (the “CFTC”) as a 
commodity pool operator and is a member of the National Futures Association (the “NFA”).  The NFA 
and CFTC each administer a comparable regulatory system covering futures contracts, swaps and 
various other financial instruments in which certain clients and pooled vehicles may invest. 

C. UMaterial Relationships or Arrangements with Industry Participants 

JPMFL is part of a large financial services firm. In connection with providing investment advisory 
services to its client funds, JPMFL may use the products or services of its affiliates or other related 
persons, as described below.  While transactions with affiliates can be beneficial to client accounts, 
they may present conflicts of interest and raise questions about whether JPMFL is acting in the best 
interests of its clients. 

The entity to which JPMFL delegates portfolio management activities in the UK is JPMAM(UK).  
JPMAM(UK) serves as adviser and sub-adviser, respectively, to various open and closed-ended 
investment management companies sponsored by JPMAM(UK) or its affiliates.  JPMAM(UK) or its 
affiliates also serve as adviser or sub adviser to various U.S private investment companies and 
numerous registered and unregistered investment companies and pooled funds organized or formed 
under the laws of various countries including the Grand-Duchy of Luxembourg, The Bahamas, 
Canada, France, Germany, Italy, the Republic of Ireland, Japan, and Spain.  JPMAM(UK) acts as 
adviser, sub-adviser and/or marketing agent for a series of unit-linked pooled funds of J.P. Morgan 
Life Limited, a United Kingdom insurance company. 

For certain accounts, JPMAM(UK) may invest client assets on a discretionary basis in any of the 
funds referred to above. In all cases, purchases of internal funds will always be subject to client 
guideline and restrictions.  In certain circumstances, when required by applicable law or by agreement 
with the client, JPMAM(UK) may waive its investment advisory fee with respect to assets so invested. 

From time to time, JPMAM(UK) or its related persons may act as a general partner of a limited 
partnership, or managing member of a limited liability company to which JPMAM(UK) serves as an 
adviser.  JPMAM(UK) and related persons may solicit JPMAM(UK)’s clients to invest in such limited 
partnerships or limited liability companies, for which JPMAM(UK) or a related person may receive 
compensation.  From time to time, related persons of JPMAM(UK) may serve as a director of an 
investment company for which JPMAM(UK) may solicit clients to invest.  The portfolio manager could 
be incentivized to give preferential treatment to those partnerships providing high performance 
kickbacks.  However, Individual compensation is not set exclusively by reference to specific client 
performance.  Compensation planning is evaluated at the team level. 
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JPMAM(UK) works closely with its U.S. based investment advisory affiliates JPMorgan Chase Bank 
N.A., and J.P. Morgan Investment Management Inc (“JPMIM”).  JPMIM is registered with the SEC as 
an investment adviser, and CFTC and the NFA as a Commodity Trading Advisor and Commodity Pool 
Operator.  JPMAM(UK) provides investment management services to clients of affiliated investment 
advisers, and/or related persons, who share JPMAM(UK)’s portfolio and/or trading platform. 

Currently, emerging market debt securities may be valued using market quotations provided by 
Emerging Market Research (“EMR”), a pricing product supplied by JPMSI, a related person of 
JPMAM(UK).  EMR is an industry standard for end of day price evaluations used by buy side 
firms.  All institutional clients of JPMSI are provided access to this product at no charge and the prices 
reflected are the same prices used to price the securities that comprise the JPMorgan Emerging 
Markets Bond Indices.  Generally, an independent pricing source is used wherever possible for 
readily priced assets.  Affiliated pricing sources for non readily priced assets may be considered 
subject to appropriate due diligence.  Appropriate governance Forums and committee structures are 
utilized for approval of all pricing sources. 

Subject to applicable law and regulation, and with client consent, JPMAM may from time to time effect 
client transactions through affiliated broker-dealers including J.P. Morgan Securities plc and J.P. 
Morgan Chase Bank NA.  All trades however, are subject to best execution and broker performance is 
subject to continuous review.  JPMAM may also utilize J.P. Morgan Securities LLC for derivative 
clearing purposes. 

In pursuit of its investment program, the JPS Alternatives Group may execute security transactions 
through a variety of Broker-Dealers.  Subject to the applicable risk policy and JPMFL’s internal 
policies, the JPMFL reserves the right to execute transactions through a Broker-Dealer affiliated with 
JPMFL to the extent permitted by applicable laws and regulations, including the Volcker Rule, 
provided that all such transactions shall be on arms’ length commercial terms.   

Prime brokerage services of one or more broker-dealers, the identities of which may change from time 
to time, as determined by JPMFL with the prior approval of the relevant fund’s board of directors, if 
applicable, which may include broker-dealers affiliated with JPMC.   

A broker-dealer affiliated with JPMC has entered into an agreement with the funds managed by the 
JPS Alternatives Group pursuant to which such entity will “intermediate” certain derivatives 
transactions.  Under this agreement, the fund would enter into derivatives transactions with third party 
executing dealers as agent on behalf of the JPMC broker-dealer and such transactions would then be 
“given up” to the JPMC broker-dealer.  Thereafter, the JPMC broker-dealer would become a party to 
the transaction with the third-party executing dealer in place of the fund, as applicable, and the fund, 
as applicable, would be deemed to enter into an equivalent transaction with the JPMC broker-dealer.  
Pursuant to this arrangement, the fund, as applicable, would agree to pay fees to the JPMC broker-
dealer for its services.  Such agreement will contain provisions limiting the liability of the JPMC broker-
dealer and indemnifying the JPMC broker-dealer under certain circumstances. 

In the future, JPMC and its affiliates will likely be prohibited under the Volcker Rule from providing 
intermediation, certain prime brokerage and other services to funds managed by JPMFL and such 
activities would have to cease by the end of the applicable conformance period under the Volcker 
Rule, which could have a material adverse effect on such funds.   
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D. UMaterial Conflicts of Interest Relating to Other Investment Advisers 

JPMFL does not recommend or select unaffiliated investment advisers for its fund clients, and does 
not have other business relationships with other investment advisers that create a material conflict of 
interest. 

 
 

ITEM 11 
Code of Ethics, Participation or Interest in Client Transactions and Personal Trading 

A.  UCode of Ethics 

The JPMC Code of Conduct (the “Code of Conduct”) is a collection of rules and policy statements 
intended to assist JPMC employees and directors in making decisions about their conduct in relation 
to the firm's business.  The Code of Conduct applies to all employees of the group (including 
employees of JPMFL) and all employees are required to comply with its terms as a condition of 
continued employment.  In addition, JPMFL employees must adhere to the JPMAM Code of Ethics 
(the “Code of Ethics”), which establishes more stringent standards than the Code of Conduct and 
reflects the fiduciary obligations of JPMFL and its supervised persons.  JPMFL and its registered 
investment advisory affiliates have adopted the Code of Ethics pursuant to Rule 204A-1 under the 
Advisers Act.  A copy of the Code of Ethics is available free of charge upon request by contacting 
your client service representative or financial advisor. 

The Code of Ethics requires that JPMAM employees and other supervised persons place the interests 
of clients before their own personal interests at all times and avoid any actual or potential conflict of 
interest. All real or potential conflicts of interest must be disclosed to the Compliance Department, 
including those in which the employee may have been placed inadvertently due to either business or 
personal relationships with customers, suppliers, business associates, or competitors of JPMC, or 
with other employees. Certain transactions or activities may be restricted by the Code of Conduct, the 
Code of Ethics or Compliance policies. The Code of Ethics contains policies and procedures relating 
to: 

• Personal trading policies, including reporting and pre-clearance requirements for certain 
personnel of JPMAM. Confidentiality obligations with respect to clients and compliance with 
policies, procedures and training requirements regarding securities laws, privacy, the Bank 
Secrecy Act, anti-money laundering and related matters. 

• Conflicts of interest, including policies relating to restrictions on trading in securities of clients 
and suppliers, gifts and entertainment, political and charitable contributions and outside 
business activities. 

In general, the personal trading rules under the Code of Ethics require that accounts of employees 
and associated persons be maintained with a designated broker and that all trades in reportable 
securities for such accounts are pre-cleared and monitored by compliance personnel.  The Code of 
Ethics also prohibits certain types of trading activity, such as short-term and speculative trades.  
Employees of JPMAM generally must obtain approval prior to engaging in all security transactions, 
including those in private placements.  In addition, certain employees of JPMAM may not be permitted 
to buy or sell securities issued by JPMC in certain periods throughout the year prior to and following 
announcement of quarterly earnings.  Certain “Access Persons” (generally defined as persons with 
access to nonpublic information regarding JPMAM’s recommendations to clients or purchases or 
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sales of securities for client accounts and advised funds) are prohibited from executing personal 
trades in a security or similar instrument five business days (typically seven calendar days) before and 
after a client or fund managed by that access person transacts in that security or similar instrument. 

JPMC is a global financial services firm that provides a variety of services for, and advice to, many 
types of clients.  While providing such services, some divisions of JPMC, such as investment banking 
and JPMAM’s private equity business, routinely have access to confidential information, some or all of 
which may be material, non-public information, (i.e., “inside information”).  In order to prevent the flow 
of inside information from a so-called “insider" area to a "public" area of JPMC (e.g. JPMFL), JPMC 
has established informational barriers that seek to prohibit anyone in an insider area from 
communicating any non-public information, however obtained, to anyone in a public area.  In order to 
prevent the inadvertent flow of such information, employees in insider areas are generally physically 
segregated from employees in public areas.  Furthermore, JPMAM safeguards the investment 
research and analysis on which its investment decisions are based to prevent "front running" (i.e., the 
misuse of such information prior to the execution of a trade on behalf of clients).  However, subject to 
certain constraints, employees of JPMAM generally may discuss "best practices" or topics of a 
general, non-confidential nature with other employees of JPMAM as well as other parts of JPMC. 

From time to time, JPMAM and its employees may acquire inside information from non-JPMC 
sources.  However the inside information may be obtained, in compliance with JPMC’s information 
sharing policies and insider trading policy, JPMAM and its employees are prohibited from using such 
information to buy or sell securities until such information has been disclosed to the public or is no 
longer material.   

In addition, as part of a global financial services firm, as a result of applicable law and/or other 
conflicts of interest concepts, JPMAM may be precluded from effecting or recommending transactions 
in certain client portfolios.  As a result, from time to time, client portfolios managed by JPMAM may be 
precluded from acquiring, or disposing of, certain securities or instruments.  This includes, but is not 
limited to, the securities issued by JPMC.  However, with respect to voting proxies on behalf of clients, 
JPMAM, as a fiduciary, will vote proxies independently and in the best interests of its clients, as 
described below.  

In certain circumstances, JPMAM may conclude that certain transactions in a particular security need 
to be restricted and therefore, the security may be placed on a so-called “restricted list” and/or “watch 
list”.  While the security is on the restricted list and/or watch list, JPMAM may prohibit purchases, 
sales or all transactions in the security.  The reasons for placing a security on the restricted list and/or 
watch list include, but are not limited to: (i) preventing JPMAM from exceeding regulatory investment 
limitations with respect to the securities of companies in certain regulated industries, such as 
insurance companies and public utilities; (ii) avoiding a concentration in any particular security; (iii) 
buttressing an information barrier by preventing any appearance of impropriety in connection with 
trading decisions or recommendations; and (iv) preventing the use or appearance of the use of inside 
information.  

B.  USecurities in Which JPMFL or a Related Person Has a Material Financial Interest  

JPMFL may, from time to time, and subject to applicable law, effect principal transactions on behalf of 
a client with a related person, for which the related person will receive a fee, subject to receipt of the 
client’s consent and when JPMFL reasonably believes the transactions will be in the best interests of 
the client.  Principal transactions occur when an adviser or any affiliate, acting for its own account (or 
the proprietary account of an affiliate) buys a security or other asset from, or sells a security or other 
asset to, a client’s account. JPMFL will notify the client that the trade will be conducted on a principal 
basis with a related person and obtain the client’s consent prior to the completion of such transaction. 
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Before entering into a principal transaction with a related person, JPMFL will attempt to obtain 
competitive quotes from non-related persons that JPMFL reasonably believes are in a position to 
quote favourable prices for the transaction. 

If permitted in writing by a client, from time to time JPMFL may effect client transactions on an agency 
basis in securities and futures and options through affiliated broker/dealers when, in JPMFL’s 
judgement the transactions are consistent with best execution.  An agency transaction occurs when 
an adviser or any affiliate acts as a broker for an advisory client.  JPMFL’s affiliate may be entitled to 
receive a commission for effecting these transactions.  These transactions may be effected through 
affiliated firms even though the total commission for the transaction may exceed the commission 
charged by another unaffiliated firm for the same transaction.  Furthermore, JPMFL’s related persons 
may provide futures execution/or clearing services for a fee. In addition, for certain institutional 
accounts JPMFL or a related person may execute client directed orders through a related person on 
an agency basis. JPMFL will be acting in a fiduciary capacity and the related person will receive 
normal consideration for services rendered. 

In both cases above, JPMFL will only undertake such transactions with an affiliate broker/dealer when 
it has been determined that the transaction is permitted in line with client guidelines and is in the best 
interests of the client, including fulfilling the duty with respect to best execution. 

In addition, in some instances a security to be sold by one client account may independently be 
considered appropriate for purchase by another client account.  In such cases, JPMFL may cause the 
security to be “crossed” or transferred directly between the relevant accounts at an independently 
determined market price and without incurring brokerage commissions, although customary custodian 
fees and transfer fees may be incurred (no part of which will be received by JPMFL).  No such 
transactions will be effected unless JPMFL determines that the transaction is in the best interest of 
each client account and permitted by applicable law. 

If permitted by a client’s investment objectives, and subject to compliance with applicable law, JPMFL 
may purchase securities for client accounts during an underwriting or other offering of such securities 
in which a broker-dealer affiliate of JPMFL acts as a manager, co-manager, underwriter or placement 
agent.  JPMFL’s affiliate may receive a benefit in the form of management, underwriting or other fees.  
Affiliates of JPMFL may also act in other capacities in such offerings and may receive a fee for such 
services.  The JPMFL Compliance Department pre-clears all new issue offerings, reviewing 
documentation for relevant conflicts and where appropriate, approving participation for client 
accounts.  In addition, the JPMFL Compliance Department monitors surveillance reports on a monthly 
basis to ensure that all transactions involving an affiliated broker-dealer in the underwriting comply 
with relevant regulations and compliance procedures. 

From time to time, JPMFL or its affiliates may be current investors in companies that offer securities to 
JPMFL, and may receive a direct or indirect benefit, as a selling shareholder, return of capital or 
otherwise, from the purchase by JPMFL’s clients in such offerings.  In addition, employees of JPMFL, 
or its related persons, may serve as directors, officers or in other capacities in which they may receive 
direct or indirect compensation for companies in which JPMFL may purchase securities.  Further, for 
certain purposes affiliates of JPMFL may be deemed affiliates of companies in which JPMFL may 
purchase securities in public offerings.  Therefore, an investment in such issuers may be deemed an 
investment in an affiliate.  Accordingly, JPMFL will receive advisory fees on the portion of client 
holdings invested in such affiliated issuers.  All discretionary transactions in affiliated offerings are 
subject to client investment guidelines.  Client restrictions regarding affiliate trading and products are 
strictly adhered to and subject to post trade surveillance.  Affiliate transactions are negotiated and 
undertaken on a commercial “arms length” basis, with no special conditions attached. 
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Purchases involving affiliated broker/dealers, or other affiliates of JPMFL, must comply with the 
applicable provisions of the Advisers Act, the Investment Company Act of 1940, as amended (the 
“1940 Act”) and any other applicable laws.  Compliance with such requirements is monitored by the 
Compliance Surveillance team. 

From time to time, JPMFL may execute various trading strategies for certain clients that may conflict 
with the trading activities of other clients, as well as clients of advisory affiliates and related persons 
(e.g., buy and sell in the same security), or involve the separation of orders in the same security that 
would otherwise be executed on an aggregated basis. From time to time, and subject to change, 
JPMFL has implemented trade order volume controls for client’s related persons who have received 
JPMFL’s research information in order to minimize potential market impact execution costs of trading 
the same securities outside of JPMFL’s trading desk.  In the course of monitoring the above noted 
trading activities JPMFL attempts to objectively ensure that all clients, as well as clients of advisory 
affiliates and related persons, are treated equitably. 

In addition, JPMFL may, subject to applicable law,  participate in structured fixed income offerings of 
securities in which a related person may serve as trustee, depositor, originator service agent or other 
service provider, on behalf of the issuer in which fees will be paid to such related person.  The related 
person may act as originator of loans or receivables for the structured fixed income offerings in which 
JPMFL may invest for clients.  Participations in such offerings may directly or indirectly relieve 
obligations of the related person. 

In the ordinary course of business, and subject to compliance with regulations, JPMFL or related 
persons may provide the initial funding necessary to establish new funds for the purpose of 
developing new investment strategies and products. These "seeded" funds may be in the form of 
registered investment companies, private funds such as partnerships, limited liability companies or 
separate accounts and these funds or separate account may invest in the same securities as other 
client accounts.  JPMFL expects that such investments will be redeemed from time to time as 
permitted by the governing documents of such funds and applicable regulations.  As a result of the 
infusion of seed capital from JPMFL or related person, the manager may be precluded from buying or 
selling certain securities, including, but not limited to, IPOs.  These funds and accounts may, and 
frequently do, invest in the same securities as client accounts.  JPMFL's policy is to treat such 
accounts in the same manner as client accounts for purposes of trading allocation.  Such accounts 
are normally included in JPMFL's daily block trades to the same extent as client accounts.  There is a 
motivation for JPMFL to give preferential treatment to seeded funds in order to generate performance.  
However, allocations and aggregations across accounts are independently monitored by JPMFL’s 
Compliance Surveillance team to check for equitable treatment and consistent application of policy.  
In addition, there is an Investment Director Review process (‘IDR’) that monitors performance and 
investigates the rationale for any outliers. 

JPMC has an indirect interest in electronic communication networks and alternative trading systems 
(collectively “ECNs”), although these interests do not rise to a level of causing the ECNs to be a 
related person of JPMFL.  JPMFL may from time to time execute client trades through ECNs in which 
JPMC has, or may acquire, an indirect interest.  A related person may receive indirect proportionate 
compensation based upon its ownership percentage in relation to the transaction fees charged by the 
ECNs.  JPMFL will execute through an ECN in which a related person receives compensation only in 
a situation where the JPMFL reasonably believes such transactions will be in the best interests of 
clients and the requirements of applicable law have been satisfied.  From time to time, JPMFL may 
utilize execution platforms for foreign currency type transactions through ECNs in which it may have 
an equity interest.  JPMFL intends to ensure that clients continue to receive best execution for their 
transactions. 
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When permitted by applicable law and a client's investment guidelines, and when considered by 
JPMFL to be in the client's best interest, JPMFL may invest the assets of the client in various 
collective investment vehicles and other securities investment vehicles with respect to which JPMFL 
or its affiliates may receive compensation for advisory, administration, trust or other services.  When 
required by law, client consent will be obtained with respect to these investments.  Also, JPMFL may 
waive its investment advisory fee with respect to assets invested in the fund or investment vehicle. 

C.  UInvesting in Securities that JPMFL or a Related Person Recommends to Clients 

JPMFL does not maintain a house position or trade for its own account. 

A related person to JPMFL may, for their own account, buy or sell securities or other instruments that 
JPMFL has recommended to clients or purchased or sold for its clients. 

In order to safeguard the integrity of JPMAM’s investment processes and investment decisions, and to 
enhance its reputation as fiduciary with respect to its investment management clients, JPMAM has 
established informational barriers and has adopted various policies and safeguards in order to 
address conflicts of interest that may arise from such activities.  For additional information regarding 
such informational barriers, policies and safeguards, please see Item 11.A. 

D. UConflicts of Interest Created by Contemporaneous Trading 

The Adviser and its related persons may recommend securities to clients that the Adviser and its 
related persons may also purchase or sell. As a result, positions taken by the Adviser and its related 
persons may be the same as or different from, or made contemporaneously or at different times than, 
positions taken for clients of the Adviser.  As these situations may involve potential conflicts of 
interest, the Adviser has adopted policies and procedures relating to personal securities transactions, 
insider trading and other ethical considerations. These policies and procedures are intended to 
identify and mitigate actual and perceived conflicts of interest with clients and to resolve such conflicts 
appropriately if they do occur. The policies and procedures contain provisions regarding preclearance 
of employee trading, reporting requirements and supervisory procedures that are designed to address 
potential conflicts of interest with respect to the activities and relationships of related persons that 
might interfere or appear to interfere with making decisions in the best interest of clients, including the 
prevention of front-running.  In addition, the Adviser has implemented monitoring systems designed to 
ensure compliance with these policies and procedures. 

 The Adviser and/or its affiliates perform investment services, including rendering investment advice, 
to varied clients. The Adviser, its affiliates and its or their directors, officers, agents, and/or employees 
may render similar or differing investment advisory services to clients and may give advice or exercise 
investment responsibility and take such other action with respect to any of its other clients that differs 
from the advice given or the timing or nature of action taken with respect to another client or group of 
clients. It is the Adviser's policy, to the extent practicable, to allocate, within its reasonable discretion, 
investment opportunities among clients over a period of time on a fair and equitable basis. One or 
more of the Adviser’s other client accounts may at any time hold, acquire, increase, decrease, 
dispose, or otherwise deal with positions in investments in which another client account may have an 
interest from time-to-time. 

The Adviser, its affiliates and any of its or their directors, partners, officers, agents or employees, may 
also buy, sell, or trade securities for their own accounts or the proprietary accounts of the Adviser 
and/or its affiliates.  The Adviser and/or its affiliates, within their discretion, may make different 
investment decisions and other actions with respect to their own proprietary accounts than those 
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made for client accounts, including the timing or nature of such investment decisions or actions. 
Further, the Adviser is not required to purchase or sell for any client account securities that it, its 
affiliates, and any of its or their employees, principals, or agents may purchase or sell for their own 
accounts or the proprietary accounts of the Adviser, or its affiliates or their clients. 

The potential for conflicts of interest exists when JPMAM’s portfolio managers manage accounts with 
similar investment objectives and strategies. Potential conflicts may include, for example, conflicts in 
the allocation of investment opportunities for similar accounts. 

Responsibility for managing JPMAM’s client portfolios is organized according to investment strategies 
within asset classes.  Generally, client portfolios with similar strategies are managed by portfolio 
managers in the same portfolio management group using the same objectives, approach and 
philosophy.  Therefore, portfolio holdings, relative position sizes and industry and sector exposures 
tend to be similar across similar portfolios, which reduce the potential for conflicts of interest. 

JPMAM may receive more compensation with respect to certain similar accounts or may receive 
compensation based in part on the performance of some of its similar accounts.  Potential conflicts of 
interest may arise with the allocation of securities transactions and allocation of limited investment 
opportunities, particularly for accounts that allow for the use of leverage.  In certain instances portfolio 
managers may manage accounts' with less restrictive investment guidelines allowing for the use of 
leverage. In such accounts the portfolio manager generally will allocate securities based on the 
account’s market value inclusive of the desired leverage, causing a potential conflict of interest.  
Allocations of aggregated trades, particularly trade orders that were only partially completed due to 
limited availability and allocation of investment opportunities generally, could raise a potential conflict 
of interest, as JPMAM may have an incentive to allocate securities that are expected to increase in 
value to favored accounts.  New issue offerings, in particular, are frequently of limited availability.  A 
potential conflict of interest also may be perceived to arise if transactions in one account closely follow 
related transactions in a different account, such as when a purchase increases the value of securities 
previously purchased by another account, or when a sale in one account lowers the sale price 
received in a sale by a second account.  If JPMAM manages accounts that engage in short sales of 
securities of the type in which similar accounts invest, JPMAM could be seen as harming the 
performance of one account for the benefit of the accounts engaging in short sales if the short sales 
cause the market value of the securities to fall. 

JPMAM has established policies and procedures designed to manage effectively the conflicts 
described above.  JPMAM has allocation and order aggregation practices in place designed to 
achieve fair and equitable allocation and execution of investment opportunities among its client 
accounts over time and are designed to comply with the securities laws and other applicable 
regulations.  See Item 12.B. for a description of these practices. JPMAM monitors a variety of areas, 
including compliance with account guidelines, review of IPO and new issue allocation decisions, 
compliance with the Code of Ethics, and a review of any material discrepancy in the performance of 
similar accounts. 

From time to time, JPMAM may have clients who, through the normal course of the investment 
process, may own different classes of securities by the same issuer.  Consequently, in the event of 
default or bankruptcy by the issuer, JPMAM may be involved in negotiations on behalf of holders of 
different classes of securities.  As such, JPMAM will continue to act in the best interest of its clients, 
irrespective of the client's holdings and ability to recoup the value of their original investment. 
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ITEM12 

Brokerage Practices 

A. UFactors Considered in Selecting or Recommending Broker – Dealers for Client Transactions 

JPMFL delegates most portfolio management to other JPMAM affiliates including the selection of 
broker-dealers for client transactions.  The matters set out below relate to the policies and procedures 
in use within JPMAM by those entities performing investment advisory services. 

JPMAM’s primary objective in broker-dealer selection is to execute orders for its clients in accordance 
with its duty of best execution. Brokers may only be used for trading if they have first been approved 
by the client and JPMAM’s Counterparty Risk Management Department.    

The Adviser's Risk Management Department is responsible for: 

 (1) setting risk policies and procedures worldwide; 

 (2) monitoring implementation of these policies and procedures; 

 (3) reviewing and approving all proposed trading counterparties; 

 (4) setting credit limits for certain activities with an approved counterparty; and 

 (5) monitoring credit exposures to counterparties. 

In an effort to monitor and minimize counterparty risk, the Risk Management Department 
communicates the list of approved counterparties to the trading desks globally, having conducted 
credit analysis.  Monitoring credit exposures is an ongoing responsibility and JPMAM adjusts 
limitations on exposure to counterparties  as circumstances change. 

 In selecting from this approved counterparty list a particular broker-dealer to be used to execute a 
transaction, JPMAM considers a number of factors including, but not limited to,  

• the price per unit of the security;  

• the broker's execution capabilities; 

• the commissions charged;  

• the broker's reliability for prompt, accurate confirmations and on-time delivery of 
securities;  

• the broker-dealer’s ability to access liquidity/natural order flow 

• any applicable client guidelines or client restrictions. 

The relative importance of these factors will be determined by considering matters including the 
characteristics of the portfolio manager’s order, the characteristics of the financial instruments that are 
subject to that order and the characteristics of the counterparties and execution venues to which that 
order can be directed.  For those markets and instruments where commissions are paid, JPMAM 
must arrange commissions in such a way as not to discriminate unfairly between execution venues.  
Importantly, JPMAM’s portfolio managers have no discretion to direct trades to particular brokers in 
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order to generate commissions to pay for advisory services.. JPMAM periodically evaluates general 
industry practices with respect to commission levels and rates charged by brokerage firms.   
Additionally, JPMAM periodically gathers intelligence on the brokerage community in order to maintain 
a posture on negotiated commissions, which allows JPMAM to take advantage of the competitive 
environment in negotiating commission rates that are considered fair and reasonable for its clients. 
There is a standard rate of commission for all brokers within each market with special terms 
negotiated for certain orders such as program/portfolio transactions and transactions in illiquid stocks.  

While JPMAM generally seeks the most favorable price in placing its orders, an account may not 
necessarily pay the lowest price available.  In accordance with applicable law, JPMAM may select 
brokers who charge a commission in excess of that charged by other brokers, if JPMAM determines 
in good faith that the commission to be charged is reasonable in relation to the brokerage services the 
broker provides to JPMAM.  

JPMAM’s objective at all times is to access the deepest and widest pools of liquidity, as this can have 
the highest impact on price which is the prime determinant in considering the trader’s choice of venue 
or trading method. Market liquidity is often considered an indirect cost to execution and usually has a 
higher impact than the explicit costs of commissions, especially for larger orders and transactions in 
relation to medium and smaller capitalised securities. Accordingly, it is important to view commissions 
as part of the total transaction cost borne by our clients. In addition to commissions and taxes, we 
also consider the ‘implementation shortfall’ (i.e. the difference between the standard quote price at the 
time the portfolio manager places a trade, and the final price at which a trade is executed). The 
‘implementation shortfall’ is typically many times larger than the commission cost and at times it may 
be advantageous to trade in a way which requires a higher level of intermediary service (incurring 
higher commission costs) in order to reduce the overall cost of the transaction. 
 
Whilst price and costs usually together merit high relative importance in obtaining best execution, this 
will be tempered, for example, where the size of the trade is large compared to the liquidity of the 
instrument in question, or where speed of execution becomes important for investment due to nature 
and size of order or client cash flow requirements and therefore the execution venue may play a more 
important role. 
  

U1 Research and Other Soft Dollar Benefits  

The sole responsibility of the JPMAM (UK) dealing desks is to ensure that best execution is achieved 
for our clients in accordance with regulatory requirements for each trade.  Therefore the JPMAM (UK) 
trader, when selecting the counterparty and the type of trade to be used, will aim to ensure that the 
best possible transaction outcome is achieved in accordance with best execution.  Accordingly, 
JPMAM (UK)’s portfolio managers have no discretion to direct trades to particular brokers in order to 
pay for advisory services. 

JPMAM (UK) may use part of the commission charged by brokers that is generated from its client’s 
equity trades to purchase substantive research on behalf of those clients. Importantly the amount of 
any dealing commission paid on equity transactions is always and only determined by our best 
execution policy.  

Goods and services would be considered substantive research to be paid from commissions if the 
research 

1. is capable of adding value to the investment decision by providing new insights that inform the 
investment decision;  

2. presents original thought in the critical and careful consideration and assessment of new and 
existing facts;  

3. is intellectually rigorous and does not merely state what is commonplace or self evident; and  
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4. presents JPMAM with meaningful conclusions based on the analysis or manipulation of data. 

In addition the substantive research goods and services must assist JPMAM (UK) in the provision of 
services to its clients and not impair JPMAM (UK)’s ability to act within the best interests of its clients.   
JPMAM (UK) therefore only uses client commissions to purchase research that meets the substantive 
research tests and does not use client commissions to purchase data or quotation services, computer 
hardware / software even though these may be permitted in some jurisdictions.   
Substantive Research services may be received electronically and also in the form of seminars, 
written reports, telephone contacts, and personal meetings with sell side security analysts, 
economists and senior issuer representatives.  

 For “mixed use” research services ie where the service provided does not meet the substantive 
research tests; any beneficial service providers assessed as non permissible to be paid using client’s 
equity trading commissions are paid directly by JPMAM.   
Payments for permissible substantive research are made either via a portion of the commission paid 
to the executing broker, or subject to local regulatory rules and client participation via payment 
adjustments made through client commission sharing arrangements (CCSA).  CCSA are managed by 
the investor support teams and therefore are fully separated from the best execution and investment 
management decisions. 

Where CCSA broker agreements are in place, a portion of the commission paid to the executing 
broker is set aside to be used as part of a commission sharing arrangement.  Payments for 
substantive research received from brokers other than the executing broker and/or independent 
research providers may then be instructed using any commissions accumulated via this commission 
sharing arrangement.  

Importantly, CCSAs are not dependent upon placing specific volumes of business with individual 
brokers and commission rates are the same for all equivalent trades with brokers, irrespective of client 
or broker CCSA participation. 

We therefore enter into CCSA only where it assists in the provision of investment management 
services and where we are satisfied that the transactions generating CSA credits are in strict 
compliance with the regulatory requirements including best execution. 

Fixed income transactions do not incur commission charges and therefore JPMAM does not have any 
commission sharing arrangements in place with broker-dealers used to execute fixed income 
transactions.     

When JPMAM uses client brokerage commissions to obtain research or other services, JPMAM 
receives a benefit because it does not have to produce or pay for the research or services.  JPMAM 
may have an incentive to select a broker-dealer in order to obtain research, products or other services 
rather than to obtain the lowest price for execution.  Because of this, procedures and controls are in 
place to monitor executions and the use of research.   

Under the Adviser’s soft dollar policy, the services obtained must fall within the safe harbor 
requirements of Section 28(e) of the Securities Exchange Act of 1934.  Section 28(e) provides a safe 
harbor that protects a money manager from liability for a breach of fiduciary duty solely because it 
pays more than the lowest available commission rate.  Section 28(e) requires that the research 
services obtained with client brokerage commissions provide lawful and appropriate assistance in the 
decision-making process, and that the amount of the client commission is reasonable in relation to the 
value of the products or services provided by the broker-dealer. 

The brokerage services the Adviser receives include not only the execution of trades but also 
incidental functions that may include post-trade matching, exchange of messages among broker-
dealers, custodians, and institutions and broker-dealers, and routing settlement instructions to 
custodian banks and broker-dealers' clearing agents.  
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The research obtained from soft dollars is used to benefit all of the Adviser’s clients and is not used 
only for the client accounts that generated the soft dollar credits.  The soft dollar benefits are not 
allocated to client accounts proportionately to the soft dollar credits the accounts generate. JPMAM 
may share research reports, including those that have been provided through the use of soft dollars, 
with advisory affiliates and related persons, including offshore affiliated advisers. 

2. UBrokerage for Client Referrals 

JPMAM does not select broker-dealers in order to receive client referrals.  The factors used by 
JPMAM in selecting broker-dealers in order to execute trades are described in Item 12.A. 

3. UDirected Brokerage 

Under certain conditions, JPMAM may accept written direction from a client to direct brokerage 
commissions from that client’s account to a specific broker(s) in return for services provided by the 
broker to the client.  Due to JPMAM’s overall objective in effecting client transactions consistent with 
its duty to achieve best execution, JPMAM generally will accept direction only with respect to a limited 
percentage of certain clients’ overall trades on a “best efforts” basis.  Consequently, JPMAM generally 
will not enter client orders with a directed broker when a pending order with a different broker in the 
same security is the broker providing best execution.  Under most circumstances, JPMAM will 
aggregate the client’s order with the open order and place the combined order with the broker 
providing best execution. Where client orders are directed, clients may experience sequencing delays 
in order to meet directed brokerage requests, which may impact JPMAM’s ability to achieve best 
execution on behalf of such clients. Clients may forgo benefits, such as volume discounts, that 
JPMAM may have obtained for its non-directed accounts in a combined order. 

B. UOrder Aggregation 

For purposes of achieving best execution in various investment sector markets, JPMAM will 
coordinate, as applicable, portfolio management and trading activities among clients of JPMAM and 
appropriate clients of related persons and of advisory affiliates that utilize JPMAM’s trading desk.  
Such activities will be executed through JPMAM’s appropriate trading desk in accordance with 
JPMAM’s current trading policies and procedures, including, but not limited to, trade allocations, 
securities of “new issues” as such term is defined under Rule 5130 of the Financial Industry 
Regulatory Authority or other international securities exchange, cross trading, directed brokerage and 
soft dollar/commission sharing activities. Indications of interest for new issue securities will be 
aggregated for clients of JPMAM and appropriate clients of advisory affiliates and related persons, 
who will receive a fair and equitable allocation of securities in accordance with JPMAM’s allocation 
policy.  

In general, orders involving the same investment opportunity or managed by the same portfolio 
manager will be aggregated, consistent with JPMAM’s obligation to obtain best execution for its 
clients.  If fully executed, participating accounts will be allocated their requested allotment on an 
average price basis.  If partially executed, the order may be allocated on an average price basis 
among clients in the same proportions as the initial allocation.    

As a result of JPMAM’s trading arrangements, JPMAM’s clients may receive fewer shares of a new 
issue of securities given the participation of clients of advisory affiliates and related persons in such 
“new issues”.  Allocations of aggregated trades, particularly trade orders that are only partially 
completed due to limited availability and allocation of investment opportunity generally, could raise a 
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potential conflict of interest, as JPMAM may have an incentive to allocate securities that are expected 
to increase in value to favoured accounts. 

JPMAM has allocation practices in place that are designed to reasonably promote fair and equitable 
allocations of investment opportunities among its client accounts over time and to promote 
compliance with applicable regulatory requirements. Such practices are designed to reasonably 
ensure that accounts are treated in a fair and equitable manner. In general, orders involving the same 
investment opportunity are aggregated throughout each trading day, consistent with JPMAM’s 
obligation to obtain best execution for its clients. Partially completed orders will generally be allocated 
among participating accounts on a prorated average price basis. 

With regard to equity securities, including public offerings that receive substantial interest and are 
frequently oversubscribed, partially completed orders generally will be allocated among participating 
accounts on a pro-rata average price basis, subject to certain limited exceptions.  One such exception 
provides that if an allocation results in a de minimis allocation relative to the size of the account or its 
investment strategy, the allocation may be reallocated to other participating accounts.  With respect to 
certain asset classes (e.g., cash and fixed income) and in certain other circumstances (e.g., 
participating accounts that have a dedicated, specialized investment strategy, such as small cap, high 
yield, emerging markets, or other specialized strategies) there may be an exception to pro-rata 
allocations as these situations may be given priority in the allocation process with respect to certain 
securities that are included in their investment mandate.  Non-pro-rata allocations for money market 
instruments and fixed income securities are based upon a disciplined process for allocating securities 
with similar duration, credit quality, risk/return profiles and liquidity in the good faith judgment of 
JPMAM so that fair and equitable allocation will occur over time.  

 The similarity of guidelines and objectives for many accounts in combination with thin markets, price 
volatility or lack of liquidity in the market may require that a block order be filled in multiple executions 
extending over several days.  To promote fair and equitable allocation over time each account is 
allocated shares on a pro-rata basis to their original order.  In certain circumstances the partial fills of 
the order could result in a client receiving an allocation that is too small to justify fixed transaction 
costs and custody costs associated with being included in the transaction.  In these circumstances the 
traders may exclude small orders until such time as 50% of the total order is complete.  At this stage 
the small orders will be executed.  Under this process smaller orders will lag in the early part of the 
order but will be 100% filled before the completion of the total order.  In certain circumstances the 
trader may override the individual amounts which would be automatically allocated to each account.  

Examples of these are where a limit order applies, or to avoid a mismatch with a contingent trade.  
JPMAM's policy regarding securities allocations requires portfolio managers to use reasonable 
judgment consistent with fiduciary duties to clients in making any non-pro rata allocations that are in 
the best interest of the affected clients.  Trade allocations are reviewed by compliance on a post trade 
basis to ensure fair treatment and consistent application.  

 
 

ITEM 13 
Review of Accounts 

A. UFrequency and Nature of Review of Client Accounts or Financial Plans 

JPMAM's portfolio managers are responsible for the continuous review of the accounts under their 
supervision.  Working with the global strategic asset allocation and the policy guidelines set by 
product heads reflecting the recommendations of the strategy groups and addressing the client's 
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objectives, the portfolio managers decide which securities to buy and sell and the timing of these 
transactions. 

By way of oversight, each of JPMAM(UK)'s investment groups conducts periodic reviews of its 
portfolio managers' accounts.   

As an additional tool to aid portfolio compliance monitoring, JPMAM maintains a portfolio compliance 
monitoring system which is used in conjunction with its proprietary investment management systems.  
This portfolio compliance monitoring system assesses the underlying positions for accounts and 
provides a daily review of positions data against various rules-based compliance tests applicable to 
client specific guidelines and restrictions, and product and regulatory requirements.   

B. UFactors Prompting Review of Client Accounts Other than a Periodic Review 

JPMAM may trigger a non-periodic review of Client Account as a result of dealing error or issues 
identified by Compliance, Investment Directors or the independent fund Depositary. 

C. UContent and Frequency of Account Reports to Clients 

Fund reports and accounts are produced on a six monthly basis. 

 
 

ITEM 14 
Client Referrals and Other Compensation 

A. UEconomic Benefits for Providing Services to Clients 

JPMFL does not received economic benefits from others for providing investment advice or other 
advisory services to JPMFL’s clients.  

B. UCompensation to Non-Supervised Persons for Client Referrals 

JPMAM has compensated, and may continue to compensate, affiliated and non-affiliated persons for 
client referrals in accordance with Rule 206(4)-3 under the Advisers Act.  The compensation paid 
generally consists of a cash payment computed as a percentage of JPMAM’s advisory fee, although 
other methods of computation may be used.  

 
 

ITEM 15 
Custody 

The clients of JPMFL are UK authorized UCITS funds and Alternative Investment Funds under the 
AIFMD.  Each of these regulatory regimes has strict rules relating to the independence of the 
custodian and the functions they are required to perform.  An affiliate of JPMFL may as custodian to 
the funds, appointed by a third party Depositary.  Fund accounts are subject to independent annual 
audit. 
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ITEM 16 
Investment Discretion 

As described in Item 4.B, JPMFL provides discretionary investment management services for 
collective fund entities.  When JPMFL accepts discretionary authority to manage the securities and 
other assets of client accounts, JPMFL’s authority is set forth in an investment advisory, investment 
management or other written agreement with the fund client.  JPMFL’s discretionary authority is 
subject to the provisions of the agreement with the fund client, including the objectives and investment 
guidelines the fund client establishes for the account.  
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ITEM 17 
Voting Client Securities 

A. UPolicies and Procedures Relating to Voting Client SecuritiesU  

JPMAM may be granted by its clients the authority to vote the proxies of the securities held in client 
portfolios.  To ensure that the proxies are voted in the best interests of its clients, JPMAM has 
adopted detailed proxy voting procedures (“Procedures”) pursuant to Rule 206(4)-6 under the 
Advisers Act that incorporate detailed proxy guidelines (“Guidelines”) for voting proxies on specific 
types of issues.  

Pursuant to the Procedures, most routine proxy matters will be voted in accordance with the 
Guidelines, which have been developed with the objective of encouraging corporate action that 
enhances shareholder value.  For proxy matters that are not covered by the Guidelines (including 
matters that require a case-by-case determination) or where a vote contrary to the Guidelines is 
considered appropriate, the Procedures require a certification and review process to be completed 
before the vote is cast.  That process is designed to identify actual or potential material conflicts of 
interest and ensure that the proxy vote is cast in the best interests of clients.   

JPMAM has a proprietary Corporate Governance team who, with assistance from an independent 
proxy voting service, ensure that all proxy materials are processed in a timely fashion; vote all 
proposals that are clearly covered in the JPMorgan Asset Management Proxy Voting Procedures and 
Guidelines; provide JPMAM with a comprehensive analysis of each proxy proposal; and provide 
JPMAM with recommendations on how to vote each proxy proposal based on JPMorgan Asset 
Management Proxy Voting Procedures and Guidelines. It should be noted that JPMAM scrutinizes 
every proxy on a case-by-case basis; standing instructions to vote are never issued and the 
investment analyst or portfolio manager always has the discretion to override the policy should 
individual circumstances dictate.  

To oversee and monitor the proxy-voting process, JPMAM has established a proxy committee and 
appointed a proxy administrator in each global location where proxies are voted.  The Proxy 
Committee is composed of a representative of the Proxy Administrator, senior business officers of 
JPMAM, and representatives of the Legal, Compliance and Risk Management Departments. Each 
proxy committee will meet periodically to review general proxy-voting matters, review and approve the 
Guidelines annually, and provide advice and recommendations on general proxy-voting matters as 
well as on specific voting issues implemented by JPMAM.  

In order to maintain the integrity and independence of JPMAM’s  investment processes and decisions, 
including proxy voting decisions, and to protect JPMAM’s decisions form influences that could lead to 
a vote other than in the clients’ best interests, JPMC (including JPMAM) adopted a Safeguard Policy, 
and established formal informational barriers designed to restrict the flow of information from JPMC’s 
securities, lending, investment banking and other divisions to JPMAM’s  investment professionals.  
Material conflicts of interest are further avoided by voting in accordance with JPMAM’s predetermined 
Guidelines.  Examples of material conflicts of interest that could arise include, without limitation, 
circumstances in which: (i) management of a client or prospective client, distributor or prospective 
distributor of its investment management products, or critical vendor, is soliciting proxies and failure to 
vote in favor of management may harm JPMAM’s  relationship with such company and materially 
impact JPMAM’s business; or (ii) a personal relationship between an officer of JPMAM and 
management of a company or other proponent of a proxy proposal could impact JPMAM’s  voting 
decisions.  

Depending on the nature of the conflict of interest, JPMAM, in the course of addressing the conflict, 
may elect to take one or more of the following measures, or other appropriate action: 
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• Removing certain personnel from the proxy voting process; 

• “walling off” personnel with knowledge of the conflict to ensure that such personnel do not 
influence the relevant proxy vote; 

• Voting in accordance with the applicable Guidelines, if any, if the application of the Guidelines 
would objectively result in the casting of a proxy vote in a predetermined manner; or 

• Deferring the vote to the Independent Voting Service, if any, which will vote in accordance 
with its own recommendation. 

The resolution of all potential and actual material conflict issues will be documented in order to 
demonstrate that JPMAM acted in the best interests of its clients. 

A copy of JPMAM’s proxy voting procedures and guidelines are available upon request by contacting 
your client service representative. 

B. UNo Authority to Vote Client Securities and Client Receipt of Proxies 

Some clients do not grant proxy voting authority to JPMAM, in which case the right to vote client 
securities is retained by the client or other designated person. In such situations the client will 
generally receive proxies or other solicitations from the client’s custodian or transfer agent.  

 
 

ITEM 18 
Financial Information 

A. UBalance Sheet 

Pursuant to SEC instructions, JPMFL is not required to include its balance sheet as part of this 
brochure. 

B. UFinancial Conditions Likely to Impair Ability to Meet Contractual Commitments to Clients 

Not applicable – JPMFL is not subject to any financial condition that is reasonably likely to impair its 
ability to meet contractual commitments to clients.   

C. UBankruptcy Filings 

Not applicable - JPMFL has not been the subject of a bankruptcy petition at any time during the past 
ten years. 
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